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INTERNATIONAL BANKING ACT OF 1976 



TUEBDAY, AUOUST 31, 1976 

U.S. Senate, 
Sdbcommittbe on Financial, Institutions, 
Committee on Banking, Housing and Ubban Afpaibs, 

Washijigtcm,, D.G. 

The committiee met at 9:30 a.m., in room 5302, Dirksen Senate 
Office Building, Senator Thomas J. Mclntyre, chairman of the sub- 
committee, presiding. 

Present: Senators Mclntyre and Stevenson. 

Senator McInttbb. The subcommittee will come to order. 

This morning the subcommittee will consider H.R. 13876, the In- 
ternational Banking Act of 1976 which passed the House of Repre- 
sentatives on July 30 of this year. This subcommittee held 3 days of 
hearin|;s in January on the overall issue of regulating foreign banking 
activities in the United States. These hearings focused on S. 958, the 
earlier bill submitted by the Federal Reserve. Therefore, it is not our 
purpose today to engf^e in any detailed inquiry into the substance of 
the provisions of H.R. 13876. There is precious little time remaining 
in this Congress and the purpose of our exercise today is to try to 
establish the principal points of controversy surrounding this legisla- 
tion and to detenmne whether a consensus is possible if the subcom- 
mittee and the full committee decide to move this lepslation this year. 

To this end, numerous witnesses are scheduled to appear today. It 
was explained at the time of the invitation, but bears repeating now, 
that written statements of the witnesses will be incorporated m the 
record in their entirety. It is imperative that each witness limit h^ 
testimony to no more than a 5-minute oral summary of his written 
statement, and less if possible. This will permit us to ask a few perti- 
nent questions of each group and still complete our business this 
morning. 

So with that statement, we call as our first witnesses a panel consist- 
iug of Mr. George H. Dixon, Deputy Secretary, Department of the 
Treasury; and Stephen S. Gamer, Board of Governors, Federal Re- 
serve System. Gentlemen, I want to welcome you here this morning. 
You have heard my admonitioo. Vmi you proceed in that order, 
Mr. Dixon. 

STATEHENT OF &EOSOE H. DIXON, DEFTTTY SECBETABT, 
SEFABIHEHT OP THE TBEASUBT 

Mr. Dixon. Mr. Chairman, members of the subcommittee^ it's a 

pleasure to appear before this subcommittee to present the admmistra- 

tiou's views on the proposed International Banking Act of 1976. In 

(1) 
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INTERNATIONAL BANKING ACT OP 1976 



TTTBSDAY, AtTOUBT 31, 1976 

U.S. Senate, 

SUBCOHMITTBE ON FINANCIAL, InbTITOTIONB, 

Committee on Banking, HottsiNO and Urban Affaibs, 

Washiiigton, D.C. 

The committee met at 9:30 a.m., in room 5302, Dirksen Senate 
Office Building, Senator Thomas J. Mclntyre, chairman of the sub- 
committee, presiding. 

Present: Senators Mclntyre and Stevenson. 

Senator McInttre, The subcommittee will come to order. 

This morning the subcommittee will consider H.R. 13876, the In- 
ternational Banking Act of 1976 which passed the House of Repre- 
sentatives on July 30 of this year. This subcommittee held 3 days of 
hearings in January on the overall issue of regulating foreign banking 
activities in the United States. These hearings focused on S. 958, the 
earher bill submitted by the Federal Reserve. Therefore, it is not our 
purpose today to ei^age in any detailed inquiry into the substance of 
the provisions of H.R. 13876. There is precious little time remaining 
in this Congress and the purpose of our exercise today is to try to 
estaUish the principal points of controversy surrounding this legisla- 
tion and to determine whether a consensus is possible if the subcom- 
mittee and the full committee decide to move this legislation this year. 

To this end, numerous witnesses are scheduled to appear today. It 
was explained at the time of the invitation, but bears repeating now, 
that written statements of the witnesses will be incorporated in the 
record in their entirety. It is imperative that each witness limit his 
testimony to no more than a 5-minute oral summary of his written 
statement, and less if possible. This will permit us to ask a few perti- 
nent questions of each group and still complete our business this 
morning. 

So with that statement, wfi call as our first witnesses a panel consist* 
ing of Mr. Geoi^e H. Dixon, Deputy Secretary, Department of Uie 
Treasury; and Stephen S. Gamer, Board of Governors, Federal Re- 
serve System. Gentlemen, I want to welcome you here this morning. 
You have heard my admonition. Will you proceed in that order, 
Mr. DixoD. 

siATEHEirr or oeosoe h. bixor, deftjtt excseiabt, 

DEPARTHEHT OP THE IBEASUSY 

Mr. Dixon. Mr. Chairman, members of the subcommittee, it's a 
pleasure to appear before this subcommittee to present the administra- 
tion's views on the proposed International BaokiiLg Act of 1976. In 
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accordance with your admonition, Senator, tliese remarks are a 
summary of the statement which has been submitted to you. 

During the past decade international banking activity has increased 
dramatically both overseas and in the United States. Because of this 
growth it is becoming increasingly important to insure equality of 
operating authority for, and regulation of, foreign banks in the United 
States. We support the International Banking Act as a vehicle to 
attain these objectives. 

We have also considered the bill in the context of our basic policy of 
welcoming foreign investment in the United States and of according 
comparable treatment to that of domestic enterprise. We have tried to 
assess and understand the concerns of foreign governments and to 
evaluate the legislation's potential impact on the treatment of U.S. 
banks, securities firms, and other financial institutions operating 
abroad, and on our treaty obligations. 

As a result of all of these considerations we suggest that the bill be 
modified in several respects. 

1. GKANDPATHEHINQ OP SECURITIES OPERATIONS 

We firmly believe that existing U.S. securities operations of foreign 
banks should be permanently grandfathered for several reasons. First, 
it would be unnecessary and unfair to force termination of existing 
securities activities which have fully conformed with our laws and 
have provided desirable competition and liquidity to U.S. securities 
markets. Second, requiring foreign banks to dispose of their interests 
could disrupt domestic securities firms which have received infusions 
of capital from foreign banks and those regional securities exchanges 
which have foreign bank affiliates as members. Third, there is estab- 
lished precedent m banking legislation for permanent grandfathering. 
Finally, the absence of permanent grandfathering could have unfortu- 
nate consequences for the extensive activities of U.S. domestic banks 
and securities firms operating overseas. 

2. SPECIAL REVIEW OF FOREIGN BANK APPLICATIONS 

We recommend the elimination of section 9 of the bill which would 
introduce special Federal screening of applications by foreign banks 
desiring to establish operations within the United States. Sucn screen- 
ing would conflict with our long established open-door ])olicy toward 
international investment and could set an unfortunate precedent for 
investment in other sectors of our economy. It could also lead to ex- 
panded restrictions on American banking activities ajid investments 
abroad. 

The special process provides little additional protection to U.S. 
depositors or to national interests since there are already adequate 
safeguards. Finally, this provision would appear to be contrary to the 
national treatment provisions of treaties which we have with most of 
the major banking nations. 

8, APPLICATION OF THE BANK HOLDING COMPANY ACT 

We believe section S(a) of the bill should be amended to exempt 
from the Bank Holding Company Act those nonbank acquisitions by 
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fore^ banks tiiat do not have a significant impact in tlie United 
States. 

The statutory guidance which we propose is not designed to change 
the intent of the Bank Holding Company Act as currently implemented 
by regulations of the Federal Reserve Board. It is desirable, however, 
for two reasons. First, the existing exemption process creates con- 
siderable uncertainty for foreign banks in determining which foreign 
nonbanking activities or acquisitions are permissible. This uncertainty 
should be reduced as much as possible. Second, it is desirable to assure 
by statute, rather than merely by reflation, that the Bank Holding 
Company Act does not apply extraterritorially. 

While we have not had the opportunity to thoroughly review the 
Federal Reserve Board's proposal in this area, it appears to accomplish 
these objectives in a manner which we can support. And parenthet- 
ically, Mr. Chairman, my written testimony which was drafted before 
we had a chance to review the Fed's proposal differs slightly from that 
observation. 

i. MANDATORY DEPOSIT INSURANCE 

The administration is concerned about two aspects of section 6. 
While we believe that deposit insurance is desirable, foreign banks 
should be given the opportunity to elect coverage. The benefits of 
FDIC insurance have been clearly demonstrated, and insurance 
should prove attractive to foreign banks if its cost is not unduly 
burdensome. We believe the insurance provision currently con- 
tained in the bill would not meet this standard and that foreign 
banks would not likely elect coverage if participation were optional. 
As a mandatory requirement it would create an unfair burden on 
foreign banks. It could be also interpreted as a departure from national 
treatment and thus inconsistent with certain of our treaty obligations. 

We recommend that section 6 be amended along lines proposed 
to the committee by the FDIC in its letter of August 26. That amend- 
ment would (1) m&ke insurance optional and (2) offer a form of deposit 
insurance which would not be unduly burdensome and which would 
represent a viable and sought-after program for branches of foreign 
banks. 

In summary, let me reiterate the Administration's belief that this 
bill is a good vehicle for achieving more equal treatment between 
foreign and domestic banks in the United States. We favor passage 
of the International Banking Act of 1976 with the modifications 
suraested in my testimony today. 

We have prepared proposed amendments incorporatirg these modi- 
fications which we will be glad to discuss with members of your staff. 
Mr. Chairman, at the conclusion of Governor Gardner's testimony, 
I will be pleased to answer questions which you may have. 

Senator McIntyre, Thank you, Mr. Secretary. 

STATEUENT OF STEPHEN S. aARDNER, BOAKS OP OOVERHORS, 
FEDERAL RESERVE S7STEH 

Mr. Oardnbr. Mr. Chairman, I'm delighted to be here. The Board, 
as you know, in former testimony has made a point very similar to 
yours, that this bill has been through a great deal of congressional 
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debate prior to this session and prior to this meeting of this committee. 
Jud^g from the issues before us and the issues that have been raised 
both in the press and in the House, I think we can develop an effective 
consensus through the kinds of amendments that Deputy Secretary 
Dixon has just described. In fact, the Board has prepared amend- 
ments as well and this may be a case of the Federal Reserve and the 
Treasury vying to submit amendments to the bill that are consistent. 
I hope you will look at our amendments, particularly the amendment 
that removes the act's unintended effects on foreign banks which are 
structured abroad in a different form than our banking laws permit 
in the United States. We propose in our amendment to remove the 
constraints in the Bank Holding Company Act for those foreign banks 
that are properly organized at home and have equity investments 
abroad in various commercial or industrial enterprises, including 
businesses that may conduct activities in the United States, as long 
as the principal business of those banks is done worldwide outside the 
United States and the principal business of those nonbank enterprises 
is also done worldwide outside of the United States. 

I think this is a very significant amendment and it goes particularly 
to the problems expressed by the European Economic Community 
banking community and by others abroad. 

On the issue of grandfathering, I want to simply augment Secretary 
Dixon's remarks. It seems clear to us that the issue of the relationship 
between the securities business and commercial banking in the United 
States under the Glass-Steagall Act is undei^oing review in Congress, 
as well it should, and I think permanent grandfathering of those 
institutions that had such arrangements prior to December 4, 1974 is 
the most responsible and fairest way to proceed. 

In the matter of monetary policv controls, it's pretty obvious that 
the growth of foreign ban^ has Tjeen extr'aordinary in the United 
States. In the last 9 months alone, forei^ bank assets in the United 
States have grown by 10 percent while weekly reporting banks' 
growth has been in the neighborhood of 3 percent. We find among 
the 80 foreign banks in the United States that only 4 or 5 do not 
have $1 billion of assets worldwide. I think it's important for our 
economy that these lar^e foreign banks be subject to monetary con- 
trols. It's important for our national interest and it's entirely consistent 
with the kinds of monetary policy controls that are exercised abroad 
on our banks that we have similar monetary policy controls on reserves 
and interest rates ceilings and the like on ntreign banks as proposed in 
our testimony. 

DEPOSIT INSURANCE 

Again, the United States has a highly developed system, a highly 
effective s^tem, one that could stand as a model for many foreign 
countries. We understand that the FDIC is now proposing a system of 
deposit insurance which would be comparable to the existing deposit 
insurance requirements in the United States and I think the Board 
could find support for that proposal. I also think that it is very im- 
portant that we have such a proposal. 

Of the 416 banks in the United States that are not insured, I want 
to point out that 77 are nondeposit trust companies and 147 are 
mutual savings banks. So there are only 192 commercial banks in the 
United States that are not insured and the largest collection of those 
banks is in Colorado, »"') '"Colorado doesn't admit foreign banks. 
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INTEBSTATB BRANCHING 

We hare a very modest change for the House bill which would 
remove the test of the McFadden Act and substitute another test so 
that while Congress debates and studies the McFadden Act we would 
not be unnecessarily prejudging the outcome of that debate. 

On Federal oversight of entry, I think I'm concerned only that the 
60 State bank regulators and the U.S. bank regulators are occasionally 
or could occaiiionally be handed a problem of specific foreign policy 
or foreign economic policy and I think there should be some mecha- 
nism by which those in Government who are charged with admin- 
istering our foreign economic policy can bring theu- views to the 
bank regulators. 

I agree with Secretary Dixon that we need no particular set of 
guidehnes or policy directives because, inherent in the licensing and 
chartering procedures of the banking regulators there are ample tests 
to contr«jl and to assure that banks coming to the Uniteu States 
are responsible and well-capitalized banks. 

Mr. Chairman, I think the Federal banking regulation amendments 
and the work that Congress will inevitably be doing this next year or 
in the months ahead will go much more smoothly if we developed and 
found useful the kind of jjroposal that the House has passed. I earnestly 
hope that the Senate will give particular attention to this bill and the 
amendments that I have proposed in our Federal Reserve testimony 
because I think banking regulation amendments will be much fairer 
and much easier and much more appropriate if we address those 
issues at a time when there is comparability between foreign banking 
regulation and U.S. banking regulation. I think that the particular 
criticisms that have been most lieavily publicized in recent months 
could be very significantly diminished by your committee's attention 
to the amendments we have proposed and I will be delighted to 
answer questions and I appreciate the opportunity to be here. 

Senator McIntyhb. Are either of j-^ou gentlemen in a position to 
commeot on a proposal forwarded by the FDIC regarding insurance 
of deposits in branches of foreign banks? 

Mr. Gardner. I have not seen the August 26 letter, Mr. Chairman, 
but I'm told that the FDIC suggests a form of insurance roughly 
comparable to insurance for U.S. banks, that would probably meet the 
Board's requirements. I would however, like to submit a later state- 
ment for the record after having reviewed the FDIC plan. As I 
understand it, it does go to almost everything that we have proposed. 
The letter has just been handed me and I'm sure you don't want me to 
read it here; I will submit an additional statement for the record 
and I presume at this time that we can support that proposal. 

[Governor Gardner subsequently submitted the following letter 
for the record :] 

Board of Governors 
OF THE Federal Reserve System, 
Woikinglon, D.C., SepLanber 8, 1976. 
Hon. Thouas J. McIntyre, 

Chairrmin, Subcommillee on Financial Inatitalions, Committee on Banking, Housing 
and Urban Again, U.S. Senate, Washington, D.C. 

Dear Mr. Chairman: I would like to submit for the record, as you requested, 



my views on the alternative deposit insurance proposal that was suggested by 
Chairman Bamett of the Federal Deposit Insurance Corporation In bis commenta 
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on H.R. 13876. I would also like to comment briefly o 

Chairman Hills of the Securities Exchange Commissii 
at the end of my testimony. 

In his letter of August 26, 1976, Chairman Bamett stated that the FDIC had 
reservations with respect to the type of deposit protection contemplated by 
section 6 of H.R. 13876. As indicated in my testimony before your committee, 
the Board also lias reservations about the cost and effectiveness of the surety 
bond or pledge of assets requirements of Section 6. Chairman Bamett, however, 
further indicates that the FDIC is now prepared to endorse a deposit insurance 
program tor U.S. branches of foreign banlts. 

Under the FDIC's proposed plan, foreign banks' domestic branches would 
be given the option of applying for regular deposit insurance. H they chose to 
become insured, branches would become subject to a much less onerous form 
of surety bond and pledge of assets requirement that would be designed solely 
to give the FDIC fund a measure of added protection. It is stated by Chairman 
Bamett that domestic depositors would be fully protected up to 840,000 just 
as depositors in domestic insured banks. Chairman Bamett concludes that this 
approach of combining regular deposit insurance coverage with a modified form 
of the surety bond and pledge of assets requirement would be an acceptable 
compromise from the FDIC's standpoint as it would put foreign banks on as 
equ^ a basis as possible with domestic banks and woula at the same time afford 
appropriate supplemental protection to the deposit insurance fund. 

The Board believes that, given the proven effectiveness of the FDIC insurance 
system, it would be preferable to extend insurance to offices of foreign banks 
in lieu of the surety bond and pledge of assets requirement in section 6 of H.R. 
13876. I think the FDIC's new proposal would be an acceptable solution from 
the Board's standpoint since it would extend regular deposit insurance coverage 
to branches of foreign banks. The modified form of the surety bond and pledge of 
assets requirement would seem appropriate in light of the legal and supervisory 
problems inherent in insuring deposits at an office of a bank organized and pri- 
marily operating outside the United States. I would anticipate from Chairman 
Bamett's letter that these additional requirements would be structured in a way 
that would substantially equalize the cost of insurance for both domestic and 
foreign banks. 

I would like to note, however, that the Board has consistently recommended 
that insurance be made mandatory. Virtually every commercial bank in the United 
States is insured. We see no discrimination in requiring insurance for foreign 
banks as all national and State member banks are required by law to be insured 
and all commercial bank subsidiaries of bank holding companies are also required 
to be insured, even though in many cases these banks conduct primarily a whole- 
sale business. We therefore believe it to be consistent with national treatment for 
foreign banks to be under the same FDIC requirements that apply to all of their 
large commercial bank competitors in this country. 

fwould also like to comment on the statement made by Chairman Hilia of the 
SEC which you read at the end of my testimony. Essentially, it appears that 
Chairman Hills believes that until Congress or the courts clarify the extent to 
which domestic banks may engage in investment banking activities, it is difficult 
to determine exactly which activities foreign banks should be allowed to continue 
to engage in. Chairman Hills' statement ref^y focuses on the problem of attempting 
to grandfather some but not all of the existing activities of foreign banlcs, as is 
attempted in section 8 of H.R. 13876. Permanent grandfathering of all existing 
activities avoids this problem of attempting to fine tune limitations and is the 
most practical solution at this time. The real issue in grandfathering is not com- 
petitive equality; rather, it is one of faimeaa and of assuring foreign investors 
that investments made in good faith will be honored. 

Best wishes. 
Sincerely, 

Stephen S. Gardner, 

Vice Chairman. 

Mr. Dixon. Mr. Chairman, may I just add that the August 26 
letter, as I understand it, differs from the earlier attitude of the FDIC 
toward providing insurance for foreign banks in that it offers a com- 
bination of an insurance policy together with some pledge of assets 
for the procurement of a surety Dond by foreign banks and it's expected 
that the aggr^ate of these things wiU produce a coat which is lower 
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than that perceived in the earher proposals of the FDIC which 
involved onw a surety bond and a pledge of assets. 

The FDIC is clearly anxious to develop some risk experience but I 
think their expectations are hopeful ones. We agree with Governor 
Gardner and tliink we can support this new proposal. 

Senator McIntyrb. Mr. Secretary, tlie testimony of the EEC 
banking federation is devoted almost exclusively to their concerns 
with section 8, specifically in paragraph 24 where the statement is 
made, and I quote: 



The only fair and convenient solution would be to apply the Bank Holding 
Company Act exclusively to the legal relationships established in the United 
States and not to take into consideration those reLationships established outside the 
United States between foreign banks and nonbanking firms in accordance with 
their domestic legislation. 

In both of your statements you seem to be attempting to meet this 
concern head-on. Are you satisfied, Mr. Secretary, that the European 
banking concerns have been addressed in j'our statements and, also, 
are you in a position to comment on the specific proposals contained 
in the Federal Reserve's testimony regarding section 8? 

Mr, Dixon. With respect to the EEC statement, Mr. Chairman, 
I think that behind that entire statement there lies some philosophical 
difference between the attitude of the principal European countries 
and this country, philosophical differences in that the European 
countries look at banking abroad in a reciprocal sense; their feeling 
being that their banks operating in this country should be accorded 
the same treatment that our banks or foreign banks operating in 
their country should be accorded. 

By contrast, in this country, we have a long established policy of 
according national treatment to foreign banks and, indeed, many 
foreign investment enterprises which operate in this country. I think 
we have tried to address that philosophical difference as nearly as 
we can while being consistent with this country's history of national 
treatment. 

Senator McIntyre. Mr. Gardner, can you comment further? 

Mr. Gardner. Since we drafted the amendment, Mr. Chairman, I 
think it goes to the heart of the problem. It would affect the applica- 
tion of the Bank Holding Company Act here in the United States to 
relationships between foreign banks and foreign subsidiaries princi- 
pally engird in commercial or manufacturing activities abroad. We 
do, however, set out certain rules. The foreign company must be 
principally engaged in worldwide business outside the United Stat€s 
and, with respect to relations in the domestic economy, we provide 
that any credit extended from a domestic branch or subsidiary of a 
foreign bank to a domestic office of a manufacturing, mining or com- 
mercial subsidiary of that same foreign bank abroad, ought to be at 
market rates. We use tiie term "arm's length" credit transactions in 
my statement. 

It should be noted that in examining banks, an examiner can deter- 
mine whether there's any extraordinanly preferential treatment being 
given between organizations that have a similar parent. Accordingly, 
Uiis requirement seems to us to be a perfectly reasonable proposal and 
it also IS a proper competitive proposal. We don't want foreign banks 
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here making 2-percent loans to their foreign commercial subsidiaries 
that do business here; but I don't think they would anyway. If they 
make loans at normal market competitive rates, then they will probably 
have no difficulty at all in complying with our proposal. 

Senator McIntyre. Mr. Secretary, there has been much discussion 
on the Stephens and the Rees-Murphy amendments which were offered 
on the floor of the House and rejected at the time this bill was passed. 
Would you please comment on these two amendments? 

Mr. Dixox. Mr. Chairman, the administration has opposed those 
amendments. The amendment to section 6 would permit foreign 
banks to establish State branches in as many States as wish to attract 
foreign branches. We support the current language of section 6 which 
would prohibit foreign banks from establishing new interstate banking 
operations as long as national banks are prohibited from forming 
interstate branches. Since domestic restrictions apply to the large 
domestic competitors of foreign banks, it would constitute as we see 
it an unfair competitive advantage to foreign banks when not subject 
to these domestic restrictions. 

The other Stephens amendment covers section 6 of the bill and it 
would remove State branches and agencies from the supervision 
and regulation of the Federal Reserve. We believe it's desirable for 
purposes of monetary control and regulation to have both State 
and Federal branches and agencies subject to central bank monetary 
authority and supervision. Furthermore, if the Stephens amendment 
were adopted there would be an incentive for branches to adopt for 
State rather than for Federal licensing to avoid Federal regulation. 

With respect to the Rees amendment, which as I understand it in 
general terms, Mr. Chairman, would grandfather foreign securities 
firms subject to periodic, I think every-3-year reviews by the SEC 
and the Federal Reser\-e. That amendment isn't too far from where 
we have stood, but we would prefer the position which we have 
already set forth in our testimony to permanently grandfather the 
existing securities operations of foreign banks. 

The Rees amendment, it seems to us, would more rigidly structure 
the oversight process, but it's an oversight process which really already 
exists within the regulatory authority of the Fed. 

Senator McIntyre. Mr. Gardner, can you comment briefly? 

Mr. Gahdnbh. Yes, Mr. Chairman. The Rees amendment, as 
Secretary Dixon has said, although I don't like to use ethnic phrases, is 
characterized as building a Chinese wall between the commercial and 
investment activities, of banks with securities affiliates. This seems to 
us in a way to prejudge Congress' debate on the Glass-Steagall Act. 

We believe it is unnecessary in this instance. We have testified in 
the past about the size of these securities affiliates and their importance 
in the United States and the fact that a grandfathering provision 
appears to be the best solution. It would be almost impossible to 
attempt to write a complex, detailed set of specific regulations that 
would enjoin banks and their related securities affiliates from having 
any dialog or any exchange of information. There's much made in the 
domestic banking business of building such constraints between com- 
mercial and trust departments in commercial banks and I think those 
debates ought to be pushed over to further chains in bank regulation. 
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The process would surely be complex and, at best, would not assure an 
effective solution to the problem. 

The Stephens amendment gives us great trouble simply because it 

essentially leaves the present situation, the status quo, as it is. That 
is not national treatment: That merely preserves the competitive 
advantages of foreign banks. So we have ai^ed against those amend- 
ments and that material has been part of the public record. 

[Governor Gardner subsequently submitted the following letter for 
the record:] 

Fbderai, Reserve Board, 
Washington, D.C., June 30, 1976. 
Hon. Pernand J. St Gerh.^in, 

Chairman, Subcommittee on Financial InUitiUions, Supervision, Regulation and 
Insurance, Committee on Banking, Currency and Housing, U.S. Hou^e of 
Representatives, Washington, D.C. 

Dear Mb. Chairman: I am writing in response to your request for comments 
on certain amendments to H.R. 13876 — Tlie International Banking Act of 1976-- 
that are proposed by The Honorable Robert G. Stephens, Jr. 

As you know, in my letter of April 30, 1976, 1 wrote to offer the Board's strong 
support for the enactment of the proposed International Banking Act of 1976, 
which had been introduced as H.R. 13211. Since that time, H.R. 13211 has been 
reintroduced as H.R. 13S76 and the process has undergone several changes both 
in your Subcommittee and in the full House Committee on Banking, Currency and 
Housing, which changes generally have made the legislation correspond more 
closely to the Board's own legislative proposal in this area — the "Foreign Bank 
Act of 1975", which was introduced as H.R. 5617. In this regard, I would like to 
reiterate the Board'sstrongsupporttor enactment of H.R. 13876 during this term. 

With respect to the amendments proposed by Congressman Stephens, the 
Board is most concerned with the proposed amendment to exempt all State- 
licensed branches, agencies and commercial lending company subsidiaries of foreign 
banks from the Board's monetary and bank supervisory controls. Under the pro- 
posed amendments, the Board would only be given authority to impose monetary 
and bank supervisory controls on Feder^ branches and agencies of foreign banks 
and to subject such offices to reporting requirements. Since there are now no 
federal branches or agencies of foreign banks and since there would be little 
incentive to organize such operations under the proposed amendments, the 
Board's authority would largely be illusory. 

The Board urges that the amendments proposed by Congressman Stephens to 
Section 7 of H.R. 13876 not be adopted by the Congress. As of April, 1976, foreign 
bank agencies, branches and commercial lending companies had total assets in tJiis 
country of approximately S47 billion and total liabilities that could be subjected 
to reserve requirements of approximately S22 billion. In the Board's jud^ent, 
such substantial banking operations should not be exempted from federal mone- 
tary and bank supervisory controls. While it is true that domestic banks organ- 
ized under U.S. law have a choice of being subject to System controls, it is 
equally true that virtually all large money-center banks are members of the Sys- 
tem and subject to the Board's policies. Unlike State nonmember banks which 
operate primarily in local banking markets, U.S. offices of foreign banks rely ex- 
tensively on advances from their head offices and other foreign sources and arc 
very active in U.S. money markets. Accordingly, their activities can have a sub- 
stantial impact on conditions in domestic financial markets and on the interna- 
tional transactions of the United States. In addition, unlike most State nonmember 
banks, they are involved with international trade financing and wholesale banking. 
Accordingly, the approach of the proposed amendments to Section 7 — that of 
equating foreign bank branches, agencies and subsidiaries with State nonmember 
banks— is not, in our judgment, justified from either an economic or a regulatory 
viewpoint. 

The proposed amendments would also amend Section 5 of H.R. 13876 by strik- 
ing out the provision in Section 5(a) which, in the future, would subject foreign 
banks to the same interstate branching restrictions that now apply to national 
banks under the McFadden Act. Under the proposed amendments, a foreign bank 
could establish branches in any number of States, so long as each State approved 
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the eatablishmeDt of the branch within its borders. In addition. Section 5(a) 
would also be amended so m to prevent a foreign bank from establishing a federal 
branch outside of its home State unless the receiving State expressly permitted 
entry; under the existing Section 7, a foreign banlf cannot establish a federal branch 
outside of Its home State if the receiving State prohibits entry. 

In its own le^lative proposal, the Board recommended that, consistent with 
the policy of national treatment, foreign banks be subjected to the same interstate 
banking restrictions that apply to domestic banliH. Specifically, under the Board's 
proposed bill, a foreign bank would only be able to establish a branch outside of its 
home State if a Stat« bank headquartered in that State could do so. In addition, 
the Board has generally recommended in its own proposals that the States not be 
given the ability to veto the entry of federal branches of foreign banks. 

While there are differences between Section 5 of H.R. 13876 and the Board's 
proposal. Section 5 does accept tlie principle of national treatment and seeks to 
equalize the ground rules for interstate banking competition between large domes- 
tic banks and foreign banks. In contrast, the proposed amendment to Section 5 
would endorse the alalus quo and would thus continue to permit foreign banks to 
engage in multistate branching operations not permitted domestic banks. The 
Board prefers section 5 of H.R. 13876 in its present form because it would, in our 
judgment, be more consistent with the principle of national treatment. 

I hope that these comments will prove helpful in your continuing substantial 
efforts to enact appropriate legislation on foreign bank operations in this country. 
Very truly yours, 

Artrub F. Bitbnb. 

Senator McIntyre. Mr. Gardner, in the testimony of those repre- 
senting the Conference of State Bank Supervisors, they maintain that 
the on State restriction under section 5(a) of the bill b unnecessary 
and contrary to our national interests, and an unwarranted preemp- 
tion of our State laws. Would you please comment on that? 

Mr. Gardner. Well, I guess that's an understandable conclusion 
on the part of the State bank supervisors. Many of them would like 
to attract more foreign banks and since there are some 80 very large 
foreign banks that are presently doing business in the Unif«d States, 
some with multi-State operations, I think any State, any city, any 
urban area that wishes to attract foreign investment would like to 
attract foreign banks and they don't want the list cut down from the 
existing group. 

On the other hand, it's very clear that that's the way our national 

Eolicy applies to domestic banks, and so I find it cunous that they 
elieve foreign banks should not have to comply with this policy. 
I think your committees in the Congress will wisely consider interstate 
banking in the United States and I think you should. But, at the same 
time, I don't see any real basis for perpetuating an unintendedcom- 
petitive advantage for foreign banks m the United States by permitting 
them multi-State operations through branches, agencies and su osidiaries. 

Senator McIntyre. Mr. Secreatry, do you want to comment? 

Mr. Dixon. No further comment. 

Senator McIntyre, The Conference of State Bank Supervisors 
maintains the provision of section 7 discriminates against foreign 
branches in a manner to motivate retaliation which would violate the 
public interest. Could you comment on that? 

Mr, Gardner. Well, I would Hke to comment on that by touching 
on the point made by Secretary Dixon. When our banks go abroad 
they are inevitably required to comply with what laws exist abroad 
and the idea that reciprocity permits banks to do somethii^ in another 
country that is not permitted to domestic banks in that country is 
again a very curious idea for me. I think we have not only a 
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unique benkiiig system but also, as you know, far more banks than 
most developea countries, a very competitive climate in banking. 
We have a particular form of bank regulation which has served the 
United States quite well, and part of that system of bank regulation is 
the dual banking system. It gives the States the rights to charter 
banks and it also gives the Fetleral Government the abUity to charter 
banks. So I think we have to look significantly or purposefully at our 
basic form of banking in this countoy and without imposing any 
great constraints on foreign banks, I think it's very clear that they 
should be put on a comparable footing with our banks at home and I 
think that is the purpose of section 7. 

Senator McIntthb. What would be the impact of this legislation 
on the abihty of cities such as Houston, Tex., to become international 
financial centers. 

Mr. Dixon. A case can be made, Mr. Chairman, that Houston is 
already an international financial center. As a former banker, the last 
count I remember was that Houston, Tex., a year or two ago had 
more than 25, and I expect the number is larger today. Edge Act 
banks or other commercial banking installations, which operate 
internationally. I would think that with the authority that this act 
would give to foreign banks to establish Edge corporations, a city that 
has as much international activity as Houston, Tex., would have a 
further opportunity. 

Senator McI NT YRE. This wouldn't interfere at all in your opinion 
with Houston going ahead with its international bankmg hopes; is 
that rirfit? This legislation would not interfere with Houston? 

Mr. Dixon. No. It would not interfere. 

Senator McIntyhe. What justification is there, Mr. Gardner, for 
the Federal Reserve to be given absolute veto in section 7(e) over 
future establishment of State branches when there has been none in 
the past. 

Mr. Gabdner. Well, Mr. Chairman, it first of all insures a uniform 
Federal r^ulatory standard for foreign bank entrance into the U.S. 
market. The power to approve future expansion is also a supervisory 
tool that is used very extensively by the bank regulators and it's 
appficable to our banks that are members of the Federal Reserve 
System; that is, our national and large State member banks, and this 
is what we are really talking about. Some SO foreign banks in this 
country are of a size and importance that is very similar to the major 
U.S. banks in the various State capitals and important cities, not just 
the money centers in the United States. I think this is a regulatory 
tool that has proved to be very valuable in our oversight of U.S. 
banking institutions. I don't see anything discriminatory or unique 
about this section, since if a bank is a nonmember State bank and 
insured by the FDIC, it also must obtain FDIC approval to estabfish 
additional branches. 

Senator McIntyhe. Let me ask you, would it not be satisfactory 
to provide for consultation between the Federal and the State author- 
ities on the establishment of State branches rather than to grant an 
outright prior approval authoritv to the Fed? 

Mr. Gabdner. Well, this is the kind of competition — is that what 
you said? 

Senator McIntyre. Consultation. 
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Mr, Gardner. Well, I suppose that that might dampen some of the 
criticism, but I insist that for banks that are presently under the 
aegis of Federal regulators and, indeed, almost 98 percent of our 
banks are, this is a very common supervisory provision. It can be 
very useful in the case of supervisory problems with a bank and it 
seems perfectly appropriate to apply it to foreign banks in the United 
States. In the vast majority of cases there's no problem with the 
States and the Federal agencies agreeing. Indeed, there exists today 
a careful process whereby State bank regulators' views are taken into 
consideration by Federal regulators, even though the final authority 
rests with the Federal supervisor. It would seem appropriate to apply 
a similar system to foreign banks. 

Senator McIntyre. Well, given our present arrangements, would 
it be a satisfactory compromise to have the Federal Reserve setting 
authority as contained in section 7 pertain only to Federal branches? 

Mr. Gabdnbr. Well, there are, as you know Mr. Chairman, no 
Federal branches today. That was one of the problems with the 
Stephens amendment. 

Senator McIntyhb. Well , there would be Federal branches, wouldn't 
there, under this bill that we have before us? 

Mr. Gardner. Yes, sir. There would be Federal branches but there 
also would be regulatory controls extended to almost all foreign banks 
that have chosen to come here, Federal regulatory control, whether 
they choose State chartering or whether they choose a Federal branch. 
If you set up a system where it's obviously more beneficial for a 
particular form of organization to be chosen, then I don't think that 
that is as basically a sound approach as we have in our existii^ law. 

Mr. Dixon. Mr. Chairman, could I add to Governor Gardner's 
comments by saying that that compromise would be very difficult for 
the administration and the Treasury to accept. Further, it would 
appear to me that under the compromise proposal there are very few, 
if any, foreign banks that would elect a Federal branch option. 

Senator McInttke. Mr. Gardner, the Treasury mamtains that 
section 9 should be deleted from the hill. What do you think? 

Mr. Gardner. In my testimony, Mr. Chairman, we have also 
commented that we see no need for policy guidelines. Section 9 also 
contains, I believe, provisions whereby the views of the Treasury and 
State Department are solicited by bank regulatory agencies. If section 
9 is deleted we would not withdraw our support for the bill. On the 
other hand, we do call the committee's attention to the fact that there 
probably should be somewhere in the hili a way for the bank regulators 
to obtain the foreign policy advice of those in government charged 
with executing foreign policy and here we're talking about the unusual, 
unique and very incidental situations that can occur between govern- 
ments. 

Therefore, we recommend your committee's consideration of this 
issue, but if this portion of the bill is removed we would still support 
the bill. 

Mr. Dixon. Mr. Chairman, may I comment on section 9 as well? 

Senator McInttre. Yes. 

Mr. DixoN. I mentioned in my comments that there are some ex- 
isting safeguards to protect the national interest which seems to be 
the thrust of section 9. Those safeguards are severalfold. First of all. 
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with respect to all foreign inyestment, there exists or has existed since 
the early part of 1975 what is known as the Committee on Foreign 
Investment in the United States which is chai^d with reviewing all 
investments which have a significant impact on U.S. national interests. 
That review applies to private as well as to government investment 
and has worked pretty well to our knowledge so far. Advance consulta- 
tion procedures oy foreign governments are required with respect to 
governmental investment and any foreign government investment in 
the banking sector would be expected to be brought to our attention 
by the government concerned. 

There also are emergency powers which are contained in such laws 
as the Trading with the Enemy Act and the Foreign Assets Control 
Act which enable us to prevent abuses of foreign investment in some 
extreme circumstances. 

Finally, the provisions of the International Banking Act as it now 
stands, as I understand it, would give the Federal regulatory and 
supervisory authority over activities of foreign banks and provide 
substantially increased safeguards of the kind that section 9 seeks 
and, in our view, make the special screening procedures unnecessary. 

Senator McIntybb. Gentlemen, what would be the harm in strik- 
ing section 8 altogether? We don't need to get into that, do we, really? 

Mr. Dixon. I think we do. 

Mr. Gaednbr. Mr. Chairman, I think you do. I think you ought to 
grandfather the securities affiliates that are already here. They have 
apparently become very important to our regional exchanges and 
we would leave a great veil of uncertainty surrounding the future if 
we don't take action on section 8. Further, section 8, as I'm address- 
ing it, would contain I hope the proposed amendment that would 
clarify by statutory amendment the application of the bill to foreign 
nonbanlong interests of foreign banks I think this is terribly im- 
portant. Again, we should not have the kind of system that gives 
mherent advantages to foreign banks over our domestic banks. We 
seek parity, comparabiliU', and section 8 is integral to that process. 

Senator McIntyre. Mr. Secretary, do you agree that we should 
try to keep it in? 

Mr. Dixon. Yes, sir. 

Senator McIntyrb. Let me read you a letter we received from 
Roderick M. Hills, Chairman of the SEC and he says in his letter 
dated — which I will make part of the record of course — August 27 : 

We suggest to the cocnmittee that there may be a, problem in making the exteat 
of permissible foreign bank activities is this area dependent upon the extent of 
permissible domestic bank activities at & time when it is not clear what securitiea 
related activities domestic banks may engage in. Conceivably, once a scope of 
permissible activities for domestic banks is clarified, whether by legislation or 
court deciaioD, it will be possible to draft a provision which would more precisely 
define those activities which foreign banks would freely engage in which activities 
it is appropriate to protect by means of a grandfathering provision and which 
activities should be prohibited. 

Well, gentlemen, I want to ask you to comment on that. I thank 

Eou very much for being here. I appreciate very much your being 
ere this morning. 
[Complete statements of Mr. Dixon and Mr. Gardner, a copy of 
H.R. 13876, a reprint of House Report No. 94-1 193, and letters from 
the FDIC, the SEC and the Treasury Department follow:] 
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FOR RELEASE UPON DELIVERY 



STATEMENT BY THE HONORABLE GEORflE H. DIXON 

DEPUTY SECRETARY OF THE TREASURY 

BEFORE THB 

SUBCOMMITTEE ON FINANCIAL INSTITUTIONS 

SENATE COMMITTEE ON BANKING, 

HOUSING AND URBAN AFFAIRS 

AUGUST 31, 1976 

The International Banfcing Act of 1976 IH.R. 13876 ) 

He. Chairman and Members of the Subcommittee: 

It is a pleasure to appear before this Subcomnittee 
to present the Adininistration'a position on the proposed 
International Banking Act of 1976 (H.R. 13B76) . At the 
outset, I should note that the Administration supports 
the bill and urges its passage with certain modifications 
which I will discuss. 

Broadly speaking, 
vehicle to achieve, wit . ^ . , 

in the United States, (1) more equal treatment with domestic 
banks and (2) the degree of supervision and control necessary 
for the maintenance of sound regulatory and monetary policies. 

Basic Reasons ioc Administration Support 

During the last decade, international banking activity 
has increased dramatically both overseas and in the United 
States. This growth is related to the extraordinary 
increase in international trade in the post-Horld War II 
period and the reduction of international barriers to 
financial and investment flows. Total assets of foreign banks 
in the United States have increased ten-fold from about $6 billic 
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at the end of 1966 to about £64 billion at Che end of 1975. 
During this same interval, U.S. banking activities abroad 
have increased even more rapidly. The assets of foreign 
branches of U.S. banks grev four teen- fold from about S12 
billion at the end of 1966 to $176 billion at the end of 
1975. 

This draiutic growth illustrates the increasing impor- 
tance of international banking and the need to ensure equality 
of operating authority for, and regulation of, foreign banks 
in the United States. It also suggests that we must consider 
carefully the effect that U.S. regulation of foreign banks 
will have on foreign govermnent treatment of U.S. banks, 
securities firms and other financial institutions operating 

Our policy towards foreign banking in the United States 
should also be considered in the context of our overall policy 
on foreign investment in this country. Our basic policy is 
to welcooe such investment and to accord foreign Investors 
treatraent which is ccmparable to treatment of domestic 
enterprise. As a result, the Administration considers it 
desirable and ii^Kirtant to achieve ccmparable treatment of 
foreign and domestic banks in the United States ■ 

Under existing law, there are significant disparitlee 
in treatment. For example, foreign bank branches and 
agencies are not currently regulated or supervised by any 
Federal banking agency, while virtually all domestic banks 
come under the regulation of the Federal Reserve, the 
CoB^troller of the Currency, or the Federal Deposit Insurance 
Corporation. This gives foreign bank branches and agencies 
some advantages, on the other hand, foreign banks in the 
United States are denied certain opportunities available 
to domestic banks . 

The International Banking Act of 1976 will, to the 
extent possible, alleviate many of the existing disparities. 
It will provide more comparable Federal regulation and 
supervision. It will permit foreign citizens to become 
majority shareholders and directors of Edge Act Corporations 
and to occupy nearly half of the directorships of foreign- 
controlled national banks. In addition, it will impose 
restrictions on interstate branching by foreign banks which 
are comparable to restrictions applied to domestic banks, 
while grandfathering existing multi-state operations. Foreign 
banks will also be prohibited from simultaneously engaging 
in commercial banking and securities activities in the 
United States, although in this instance existing operations 
will be grandfathered temporarily. 
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Proposed Change! in the Bill 

: the bill be niodifled 

1. Grandfathering of SecutJtiea Operations 

We firmly believe that existing U.S. Becuritiee opera- 
tions of foreign banks should be permanently grandfathered. 
Section a (c) of the bill requires that foreign banks now 
lawfully engaged in selling and distributing securities in 
the United States must terminate these activities by 
December 31, 19BS. 

The Administration strongly supports permanent grand- 
fathering for several reasons. First , securities affiliates 
have been operating in good faith in the United States. 
in some cases for over 35 years. It would be unnecessary 
and unfair to force termination of existing securities 
activities which have fully conformed with our laws and 
have provided desirable competition and liquidity to U.S. 
securities markets. Second , requiting foreign banks to 
dispose of their Interests could disrupt domestic securities 
firms which have received infusions of capital from foreign 
banks. Third , it has not been shown that domestic financial 
institutions would be injured by permanent grandfathering 
of the few existing securities operations of foreign banks. 
Fourth , reguiring foreign banks to terminate most of their 
united States securities operations could adversely affect 
those regional securities exchanges of which foreign bank 
affiliates are members. Fifth , there is ample precedent in 
banking legislation, especially Bank Holding Company Act 
legislation, for permanently grandfathering existing 
operations which do not conform with changes in the law. 
It would be inequitable to break with that precedent In the 
case of foreign banks. Finally , the absence of permanent 
grandfathering could have unfortunate consequences for the 
extensive activities of U.S. domestic banks and securities 
firms operating overseas. 

2. Special Review of Foreign Bank Applications 

We recommend the elimination of Section 9 of the bill. 
This section would introduce special Federal screening of 
applications by foreign banks desiring to establish operation: 
within the United States. More specifically. Section 9 
would require: (1) The Secretary of the Treasury to issue 
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guidelines containing general criteria for the adMiasion 
of foreign banks; (2) Federal and atate bank Bupervisory 
authorities to solicit the views of the Secretary of State, 
the Secretary of the Treasury and the Federal fteeerve 
Board before acting on the applicationaj and (3) Federal 
and state banking authorities to disapprove applications 
unless foreign banks specifically atate that they will 
con^ly with U.S. anti-diacrimination laws which apply to 
domestically chartered banks. 

We oppose the retention of Section 9 for several 
reasons. First the section would apply only to foreign 
banks and would establish new criteria over and above those 
normally applied to both foreign and domestic banks. 
Second, this country has long followed an open-door policy 
towards international investment, and establishing s 
special screening process would conflict with this policy. 
Third , the special process provides nC) additional pro- 
tection to U.S. depositors or to national interests since 
there .^re already adequate safeguards in evisting law and 
administrative procedures and in the proposed legislation. 
Fourth , the creation of special guidelines and review procedure 
for the banking sector could set an unfortunate precedent lor 
the establishment of similar procedures for investment in 
other sectors of our eccnony and could also induce other 
countries to introduce or expand restrictions on American 
banking activities and investments abroad. Finally , in so 
far as the review would apply to the establishment of banking 
operations which do not involve depository -Or fiduciary 
functions, this provision would Appear to be contrary to 
the national treatment provisions of treaties which we have 
with most of the major banking nations. 

3. Application of the Bank Holding Company Act 

Section B(a of the bill applies the Bank Holding 
Company Act to forei^gn banks having U.S. branches and 
agencies. We believe this section should be amended to 
exenpt from Bank Holding Conpany Act prohibitions those 
non-bank acquisitions by foreign banks that do not have a 
significant impact in the United States. In order for an 
acquisition or activity to have a significant Inpact, (1) 
the patent bank would have to exercise control over the 
non-bank enterprise in the United States and 2) the enter- 
prise would have to have a substantial effect 
in the United States or any relevant market thereof. 



To illustrate what might occur undar the c 
of Section B(a>, a foreign parent bank with a Hew York 
branch might wish to acquire a manufacturing coi^iany In its 
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honw countEy in full accordance with its own laws. If 
the foreign manufacturer had an American manufacturing 
subsidiary, the foreign bank would indirectly acquire the 
American manufacturing subsidiary when it purchased the 
foreign firm. Kb a result, the parent bank would 
simultaneously engage in the United States in commercial 
banking and manufacturing. Accordingly, under Section S |a> , 
the proposed acquisition would be prohibited by the Bank 
Holding Company Act, unless it qualified for a regulatory 
exeinition under that Act. The exen^tion process would 
rest solely on the Federal Reserve Board's discretionary 
authority with little specific statutory guidance. 

We believe that it ia desirable to give the Federal 
Reserve Board greater statutory guidance for two reasons. 
First, the existing exeiqption process creates considerable 
uncertainty for foreign banJts concerning which foreign non- 
Banking activities or acquisitions are permissible when 
they also affect United States commerce. This uncertainty 
should be reduced as much as possible, while maintaining the 
broad principles of the Bank Holding Conpany Act. Second, 
it is desirable to assure b^ statute , rather than merely by 
regulation, that the Bank Holding Con^any Act does not 
apply extra territorially. It is not our intent to prohibit 
foreign banks located abroad from acquiring or providing 
assistance to non-bank enterprises abroad, let, that 
could happen under the present version of Section 8(a), 
subject only to the Federal Reserve Board's discretionary 
authority. 

The statutory guidance incorporated in our proposal 
is not designed to change the intent of the Bank Holding 
Company Act as currently implemented by regulations of 
the Federal Reserve Board. Rather it is designed to assure 
certain, consistent application of that intent. 

4. Mandatory Deposit Insurance 

He recommend that Section 6 which requires deposit 
insurance for U.S. branches of foreign banks be amended 
(1) to make insurance optional and (2) to offer a form of 
deposit insurance which will not be unduly burdensome for 
foreign banks. 

The Administration is concerned about two aspects of 
Section 6. While we believe that deposit insurance is 
desirable, foreign banks should be given the opportunity to 
elect coverage as are certain domestic banks. The benefits 
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of PDIC Inaurancs hove baen clearly danonatrated, and 
insurance should prove attractive to foreign banks If its 
coat ia not unduly burdensome. Me believe the insurance 
provisions currently contain«d in the Mil do not oeet 
this standard. If this insurance ma made optional, 
foreign banJta would not liJtelY elect coverage, and if made 
mandatory, it would create an unfair burden on foreign banka. 
Moreover, it could be interpreted as a departure from 
national treatment of established banks and thus inconaistent 
with certain of our treaty obligations. 

Our proposed revision of Section 6, in addition to 
■taking insurance optional, would Increaae its attractiveness 
to foreign banks. Specifically, the FDIC would be given 
flexibility to narrowly define 'donestic deposits' and 
thereby limit its risk and reduce the cost to foreign banks. 
It la conteiplated that this term would include deposits 
of individuals who are citizens or residents of the United 
States and conpaniea having an appropriate business nexus 
with this country. Further, the FDIC would be enpowered to 
evaluate the additional risks of insuring a foreign bank 
branch in the U.S. and to adjust accordingly the require- 
menta for any surety bond or pledge of assets. 

. deposit insurance 

5. Citizenship Requirements 

Section 2 would end the current prohibition against 
foreign citizens serving aa directors of national banks. 
It would permit not more than a minority of the directors 
of foreign- con trolled national banks to be foreign citizens. 
The Administration welcomes this change as a step in the 
right direction. Indeed, we would suggest the complete 
elimination of any citizenship requirement for all national 
banks, as has been done for Edge Act Corporations in Section 
3 of this bill. 

In summary, let me reiterate the Administration's 
belief that thia bill is a good vehicle for achieving more 
equal treatment between foreign and domestic banks in the 
United States. He favor passage of the International 
Banking Act of 1976 with the modifications suggested in my 
testijnony today. Me will be happy to provide the Subconinittee 
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with lagiBlatlva languaga incoxporatlng tlMse Bodlfication*. 

Mr. Chairoan, that concludwa ny prepared tsatinony, 
and I will be pleased to ansiMr any queationa that you 
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I aa pleased to appear befor* this r'— Ittee, an behalf oE 
the Federal Sasecve Boaid. to offer the Board's sttong support for the 
•nactmnt of H.R. 13376. the 'Interiutlondl aaiiiiing Act of 1976,* during 
this session of Congtess. 

for the regulation of foreign banks tn the United States usee intcoduced 
in the Senate as S. 953. In January, Vic* Chairman Hitchell testified 
bafoEB this Cooaittee and subnittad a conprehenBive atateaent of the 
Boacd'a objectives and reasons for recooaending the enactnent of foreign 
bank legislation. 

In suiqiorting the present bill, I would like to discuss certain 
differences between H.R. 13B76 and 3. 958 and saggeat sone ways that 
H.R. 13376 might be usefully anended. 

In reccanendlng legislation to regulate foreign banks (^crating 
In the U.S., the Board has been guided by two basic public policy con- 
•iderations. Ihe first is the adherence by our Federal Government to 
the principle of national treataent, or nondiscelainatlon, towards foreign 
banks (sweating in this country. The second Is the establishaent of 
a systea of Federal supervision, regulation and examination of foreign 
bank operations that is fairly cof^arable to the regulation of doaeatic 
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neco ara ocapelllng reuonm Co aaxmpli.eh UteM ab]cctlv*a 
at this tim. rwelgn banks luiv* giomi trim a mniOBlty In V.S. aonay 
OMitvo to an lActaaalngly iapoctant pait of our financial ByataB. 
iheic aetivltlaa are divacaa. No longai can Ehey be charactariiad as 
alifilr wholaaala banka dealing principally In Inteinational tranaactlona. 
Our latga and potnrful aaattatf, the widsipiead use of the dollar In 
Intacnational financial and ooMwiclal feransactlona. Eh* gconlng InvaaUnnt 
by foraigneEa In U.S. induattlea, .out huge conauaar Hacketa foe ciedit 
ana goods and the asoaiitlonal breadth and capacity of oar capital mtket* 
and accurltlea exchanges — all ace pointful Inducaaenta to foielgn banking 
tnstitutlona to establlA operations bare. The dsnalopaant of foralgn 
banking In the 0.3. baa grown at a draaatlc rate In tha laat fair yeara 
as Indicated In the Statistical kppandlic to wg ataCaaant, and that develc^aant 
is continuing apace, flaports foe the asat recant period available Indicate 
that banking assets of foreign banking Institutions here have increased 
alaoat 10 pet cent In the nine nontha ending June 30, 19TS. 

I hop* this period o( rapid expanalon has not been based only 
on the existing lack of Federal regulation baoause that abnomllty 
has ccaated certain coapetltlve advantages for foreign banks, the con- 
■equencea of which are sure to be enlarged In tlae. "Oit D.S. Is practically 
alone aaong BBJor industrial nations In having no national oversight 
of foralgn banks vlchln Its borders, despite the tradition of careful 
and estenslTs reguiatlon that i« apply to all doaastlo depository instttutlona. 
ItilE la an incongruous situation. 
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rnrchari tha lack of r*d*i«l lagislatlan •■t^llablng ■ national 
policy towarda foralgn bank qparationa oraataa tba diaadvantag* of 
uncatutnty foe Umaa Inatitutiona. A fail ana cotaarant natlooal ragulatocy 
•tcuctura would paiatt focsign banka heca and thoaa that olab to locata 
haie aOBB aaauEanc* of atablllty In Mhich to plan tbalr (varatlona, 
both no* and In the futuia. It la oppacant that CongraBB cenaldets 
fadaral banking lagulatlon to ba a tiraaly and lapoctant aubjact for 
laviaw. Itia baat approach muld ba to Incoiporata fOceign banks Into 
tha anlating ragulatory atiuctuca bo that any futura changas that migbt 
ba aada tv tha Congrasa muld ^ly to foFalgn a* wall bb doaaatic banka. 
Dalaya In placing focaign banka cm a alailar footing nationally with 
out doaaatic inatitutiona can only tnciaaa* tha poaalbllity of futura 
dlsEuptloRB to their oparationa In thia country. 

a.R. 13876 DOUld aubatantlally accovllsb both of tha goals 
adaiSBaad by the Board In Ita oan foreign bank lagtalation. First, 
a.R. 13B7G iipleMnts tha prineipla of national tteatasnt by aaanding 
axiatlng banking laws to provide foreign banka ulth ganarally tha aaaa 
opportunltiBS in tbia oountiy that are available to doaestic banks. 
Further, it aould subject tbMi generally to the aaaa rulaa and ragulationa 
that apply to tbs apsFaClons of their large dcaaatic bank oo^ietltors. 
Second, a.R. 13BT6 provides for a Federal presence In tha aualnatlon, 
supervision and regulation of foreign banks by peraltting the establishaent 
of Federally-approved aganclsa and branches and by giving the Board 
the authority to ivoaa aonatary and bank supervisory controls on foreign 
bank operations. 



3,Goog[e 



Miila UiB Board iiqipMtS B.X. 13I7G, thsr* U* diftacancn 
batiMM It and th* Baud's bill that I woaU llNa to bring to Um attMitlon 
of tha OoMlttM. ItaoM dlffscnoM oonoacn (a) Intaratat* bwiKlng. 
(tt) dvoalt Inautanoa, (e) ■onatacy polloy oontiolai <d) grandfatharlng, 
and (a) Padaral aoonoiio polioy cavlaw oC focalgn bank evaraCiana. 
Ha hava ooae auMaatloiu la tbaaa acaaa that wa bcpa olll ba uaaCal 
to the Conlttaa in its dalUMratlOBa. 

ma intaiatata brancbing pcovUlOo* of both H.R. 138Te and 
ot S. SSI aca oonalatant with tha pilneipla of national traataant alnca 
nndei; aacb pcopoul foratgn banks would ba glvan no gcaatar bcwiohtng 
light* than osavacabla doaaatic bulling inatitutiona. itia Board beIla*sB, 
taowavai, that Lt ■ould b« piafacabla to uaa tha fonulation auggaatad 
In S. 9Se. 

Dnllke Sactlon i ot H.R. 13876, tha Boaed'a bill doaa not 
subjact fotalgn banki to tha Intarstata bcwichlng raatilctions of tfaa 
McFaddan kctt cathai, it piovidaa In Bactlon 3(g| that a foralgn bank 
would ba abla to aatabltsh a branch or agancy outalda of ita hoaa Btata 
only if a Stata bonk organlied undai tha Ian of ita boaa Btata oould 
do so. itia McFaddan Ace la, of ooiusat undargolng a thorougb study 
by this CoatittM. Adoption of tha pcorlalon In S. 95B would hava Uw 
•dvantaga of avoiding any wparant prajiiijaant of tha outeoM ot that 
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I would also Llka to nata that B.R. lS87fi dOM not wply any 
iDteEataCa raaCcictlonB to tha *BtabllatiBant of aganolea by toral^R 
banks baeauaa aganclaa cannot acc^t daposlti. OnOai S. 95t, ■^•noias 
ar« traatad tha saae aa branchaa for purpoaaa of tnMcscata taatrtotlona. 
At piesant, the actlvltiea □£ aganclsa ^aauced In tana of both total 
assets and loans arc qreatac than tha actlvltlaa of branchaa, as aganciea 
ac* the preferred fora of entry for aany foreign banks. NareovaFi though 



agencisB do not accept depoaita, the! 
■any of the saaa functions as deposli 
coanerelal banking activities that 
as the asking of coBBercial loans, 
their c^erationa, the Board thus bel. 
subjecting agencies to the saae 



credit balance accounts aecv* 
and aganciaa perfora many other 
:a carried on by bcan^esi such 
iw of tha sila and scope of 
that Congress should consider 
I restrictions that would apply 



DEPOSIT IHSCTUmCB 

Section t ot B.tt. 13876 raqulres a surety deposit or pledge 
of assets by a foreign bank to protect united States depositors in lieu 
of FDIC Insurance. Ttit Board's earlier reoosMendaClon in 5. 95S contem- 
plated the mtenaion of FDIC insurance to both bianchea and agencies 
of foreign banks. Section 6 of H.H. 138TS kbs adopted in an atteapt 
to Beet objections by the FDIC to the extenelon of dq^sit insurance 
to branches and agencies of foreign banks. Since passage ot H.R. 138TS. 
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gueatlom havt baan ralMA about th* fsaaiblllty and af factlvenaaa of 
this pEOpoaal. Snaty dapoaita oi plv^lqaa of aaiata could prova itqnifieaMly 
■oce coaUy to eh* covacad inatltutlona than tha FDIC Iniucance avtf1jd>l« 
to dOBaatic-'faankB. Facttaannia, such a syata* -My not assure tha saiia 
degraa of piotactlon to aall dapoaltors >■ Chat affoied by FDIC Inautance. 

Ooc ayataa of dapoalt Inaucanee ia aaca bi^ly developad, 
■oca affaotlva, aoca aotaarially aountf and nore pcotecctva of dapMltMs 
than thoac axlatlng In othai Industrialized countclea. Itie Boacd baltavM'" 
that it vould ba umtiaa not to naka una of thla inautance aystea nhich 
has affectively protected U.S. dapoaitora am aoae 40 years. It wmU ' 
•aea that the FDIC should be able to propoae a plan that would provide 
both ccapat^la Fadeial Insuranca for d^oaits at fotelgn bank offices 
and i^ptapilate aafegaatds Halting the FDIC fund*a exposure. 



A najoi objective of the Board In subalttlng its pcoposal 
to regulate aajor focelgn banks in the United Stataa was to place this 
Inocsaslngly i^iortant aegaent of daastlc banking under the aaae aonetary 
and Bupecvlsocy contcola that apply to comparable U<8. banka. Section 
7 of H.B. 1}IT6 would largely acooaVlish that objective without requiring 
foEBsl aaaberahlp In tha Federal Besarva Systsa — a solution that ia 
acceptable to the Board. One ooncern rouina, hoKavar> as Saotton 7 
would aqC subject Stata-^arteiad Bubaidiaiiaa of tormign banks to Um'^'* 
Board's aonetary controls, even though their paranb baiAa aay have wurlBwGde 
aasata greater Chan a billion dollars. Iba Board believes Chat large 
foreign banks entering our aarkeCs Mould be subject Co the saae disciplines 
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of Ui« cantcal banking auChorlty that ara Ivoaad on oovacabla doaaatlc 
banJca, no mttvi Ntilch forMfa) oC oi^aniiatlan th*y aay cIwom (or doing 
buBlniBB In thla country — branch, agancyt or aubaldlary. Br not oofarlng 
aubsidlariaa. Section 7 of H.B. ISflTG oould raMlt In an ana— tona altoatioa 
trtiara part oE a foralgn bank's oparatlona wouU b« aoblaot to aonatacr 
contTols and anotbar part nouLd not — for «UMpl«, a (otaign bank that 
aalntaina both a non-aaabar aubaldlaiy bank and branobaa oi aganoiaa. 
GWUCTMHaHIIIS 

Sactlon I of H.R. 13176 oonZonu In larga aaasura to tha Board'* 
own ptopoaala by granting paraanant grandfatharad atatua froa tha problbltlona 
of tha Bank Balding Ca^viy *ct to noat non-c(Ni(or>lng , nonbanklng 
Bctlvltlaa angagad In by foralgn banka on or bafora Daoaabar 3, 1*74 
(tha original data of Introduction of tha Board's bill). A* aaoaptlon 
to tbla poaltlcRi in Saotlon a rslaCei to the actlvitlaa of aacurltlaa 
aff Ulatea of (oralgn bonka. 

Iha Board oontlnaaa to prafar paraanant grandfaeharlng of 
the aacurltlaa aftlllatea of foreign banka In tbls oountry aa tha falraat 
aolutlon and ana that Hlnlalaas posalbla rat«llBtlon agalnat 0.9. banka 
abroad, ka noted in ch* BniN Baport on this blU, tha mouritlea Issua 
is a difficult one lomlTlng the balancing of >sny aensltlve national 
Interests. Ma have ooncladad that Uie potential adverse rapaTcuaalona 
of dlvaatlture outweigh any potential banefita. and that ivl* pcaoadanta 
exlat for peraanant grandtetharing. 
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Id ocapulng tha piovialoaa at SMtiOn 9 of B.R. 13B76 wltb 
SMtion 25 of S. 95t, tb* pclnclpal dl(f*E«nc« 1> eac ractmandatloB 
that radual afflol«l« cfaargad irtth thi atelniitratton of foratqn aconoalc 
pulley b« 9l<ran tta* clgbt to dlaappcova tba «nfcry of a foral9n bank 
If foraign polloy or aoaa alallar national Intacaat dlotataa auch action. 
Na do not advocata nor aa* tha naaaaaitv for ■ccaanlrg or datallad gulda- 
linaa and policy pcaaauncaaantB. Bank cegulatora can a^inlatai: that 
ohactacing ceBpansLbility. Sathat, va ballava that thara ahould ba 
tarn authocity in fioniiaant (otfaar ttian tha btak cagulatory agaiwlfls) 
that would Baka a detenination on oatlonal intaraat faotoia baaad on 
our calatlooa with pnrtlculac oountciaB. ma thacafoia nata thla point 
foi tha r i^ri I III ■■ cons taecat ion. 
r REGARD IMG FOREIGN HONE 



Flnallyi I would lika to dlacuaa Mhat I ballava ia a ■laconcaption 
on tha pact of BOae Cocalgn banka about ths [aaoh of tha nonbanklog 
piohibitiona of til* Bank Boldlng Coapany Act. Apparantly, aoaa focalgn 
banks ballava that tha nonbanklng problbitlona of tha Bank Boldlng Co^any 
Act Mould aarloualy intaifaca with tbaii focelfln noidianklng Intacaata. 
I would nota fiiBt that aactlon I{h) of tha Bank Bolding Co^aiv *ct 
Vacitioally azaivta tha «liolly foralqn aotivltiaa and ahacaholdlnga 
of foraign banka fcoi tha nonbanking prohibitions of tba Act. Haxti 
I would aa^taalae that avan ahan a Eocalgn oo^ianr in Nhich a fotalgn 
bank haa an aqulty intaraat doei conduct a pact of its buainaaa In tha 
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Unlced States, tha Board baa uaad tta dtacEetlonoty autboilt; undar 

aeatlon 4(c) (>) of tha kct to piavant tha ncmbanklng pEohlbltiona of 

tha Act tiam unnacassarllir Intacfacing vlth •■■entiBlly forvign shaia- 

holdlnga. Rir miampla, ttaa Board haa adopted a ngulatlon that a.utsaatlcallr - 

axaj^ta all noncontiolllng InvaatiBntB of foralgn bank '.holding oap^iBDlaa 

in Eoieign nonbanking cc^paniaa fron tha prohibitions of tha Act, avan 

if auch nonbonkln; ooq^niea ara diractly- or indlraetly engaged In 

businaaa in tha united Stataa. as long aa such foreign eoapanles derive 

the aajoirlty of their bisineas frcai outalda Chla oountry. 

Bk Board haa refrained fcon granting eseifitionB under section 

4(c)(9) only in caseB ufaere It hbb olesr that the U.S. noidianklng operation*' - 

involved would give a foreign bank holding ooapany a algnKicant ooBpetltlve^' 

advantage cvec doseatlc banking institutions in this country. In this 

regard, I think it Is li^ortant to quota a provtBion of Oialnan BOrna' 

previous tastlaoiv on this issue before the Senate Banking CoaBlttee 

in 19701 

•. . .(Nje believe that bank holding oo^Hniaa 
that are principally engaged in banking abroad should 
be allowed to retain Inteiesta In (orelgn-chartered 
nonhanking coopanlas that ace also principally engaged 
in bUBlneea outside the -United States. Wa do not 
believe Congress Intended the Act to be applied 
in such a way aa to l^ose cur Ideas of banking 
upon other countctea. Ttt do so night invite foreign 
retaliation against our banks operating abroad, 
to the detrtnent of the Onited States. The provialona 
of the Bouse-passed bill euthorlilng the Board to 
grant exenptions in this area would be mat useful 
In dealing with theaa probleBs.* 
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Th« toard would conClnu* to Im guldad by thas* pcinelplas tn ItB adHinlBtca- 
tion of the Bsnh Balding Coapany Act vl*-*-«tB tha (ac«tgn banks that 
would ba covered by this pcopoaad leglalation. 

,. Nhil* Uia Boatd bellavaa that It baa autricient ctgalatory 
authority under section <(o) (9) to deal with problena tliat aay oeoA 
Inthla aieai we also believe that It would be dasfcable at thla tin* 
for the Congraaa to adopt a Bora ■ell'-deClned legislative policy. A 
great nuabec □£ foreign banks aaanating fro a graac vaciaty of banking 
environaenta noitld ba c Me oubjact to tha nonbanking prohibitions of 
tha Bank Holding Covany Act aa a caault of thia pccpoeed legislation, 
nia lack -ot a statutory policy oould Initially cause soae sisunderstanding 
by foreign banks of the Act's effects on foiaicfn caapanies with D.S. 
operatlcns and would, aaka aore difficult the task of Foinulatlng appiopclata 
genaraX regulations. 



iberefoie, the Board raooHands that n>R. 
Bake cleat that the nonbanklng pccdilbltlons of t 



Act ace not aaant to previ 
abroad froa retaining oi 
cooqianias that ac« also 
□nltad States. Wa do tea] 

onendBent, a doaeatlc off! 
daal H 



foreign banks principal] 

ilrlng interests In 

Inclpally engaged In t 

howBVeii that as a coroi: 

I focalgn bank shouli 



3rfe be aMndad 
Bank Holding Cavany 

Ly engaged In banking 
■chacteced nonbanklng 
outside the 



) the doMestlc opeci 
have an equity Interest « 
give the fir* or bank inn 
coa^tttors. Legialative 



itlons of a foreign coopany 



strictly aras-length bai 
d an advantage ovei 



is so as no 



inguage Incorporating this proposal 1 



U.S. 



in Kppandtx B t 



thlB stateaent 
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Finally, I Dould Ilka to i^bami»» th* Board's siwort tat UM 
•ar^ pasaaga "t b.b. 13BT6. 

Through yauc haaclnga on &• iit, tha Bouaa dabataa on 8.R. 
13)76 and thvaa piooaadlnga today tha principal laauaa bava baan Idanttflad. 
Indaadi Boat [aaponalbl* objactlona to tha laglslatlon can ba and hava 
baan aat through fair and appiopetat* aaanteanta. Hm quaatlon la abould 
«a not put (ocalgn and doaaatlc banka on a talatlvaly aqual tooting 
In tha Dnltad Stataa km, tat autaly thay ahould b* in tlaa. In fact, 
thia lagialation la on aaaantlal ingiadlant In tba latgac pMOaaa at 
■odacniilitg ouc own banking lam. niat wotk will ba fsiiar and I auggaat 
aaatar IE It la avanly appllcabla to all bank* in one cotmtcy >a It 

sua and aacallant Nork oC Congraa* and thla 
CoMilttee should contlnua until thta bill la paaaad. Tha Fadacal aaaarva 
stands laady to 



would ba if B.R. 138: 
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1. Page 1, line 10 Inurt 'chacka aca paid, oc ■ona; Is lent* 
aftec the void 'pOHers.'. 

Explanation ; The vorda 'cliaclia are paid, or Boney la 
lent* Hera deleted fcca the definition of 'agency* as a lesult of certain 
technical anendaents adoptsd during House pasaage of tha bill (see dally 
ad. Cong . Hac . July 29, 1976 at 7945). It aj^ears fiom the pieciaa 
language of the technical onenclBant adopted by the Bouse ol RapEasantatives, 
that is, deletion of the phrase 'and checks ace paid oe BOney is lent*, 
that the anendnant waa intended to apply to the definition of 'bEanch' 
not 'agency' (see discussion Infta l . Accordingly, it la recoiMBsnded 
that the deleted phraae ba reinserted. 

3. Page 2, lines 7-8, strike the nords 'and checks are paid 

Btplanation i In its paasage of H.H. 1337G, the Bouae 
of Bepresentatives adapted tha following technical BBendaent without 
explanation — page 2, line 6 strike the words 'and checks are paid or 
■oney is lent'. Tha page and line reference was to the definition of 
'agency'; however, the precise {Airase is contained in the definition 
of 'branch*. It la believed that the anendment waa intended to apply 
to tha definition oC 'branch* in order to close a potential loophole. 
Technically, under the existing definition ol 'branch*, if a U.S. office 
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of a foreign bank Boowtad d^oalU b«t did not also Ivod aonay or pay 
checks. It would not b« dsf Insd as aithai a 'biancb' oi 'agency'. By 
■trlklng 'and lAiecKa aia paid or Bonay ts Isnt* in tbe 'bcsnch* datlnition, 
this potential loopbol* Hould b« cloaed and it would be nsds al*«r that 
any office cecalvlng deposits would be defined as a branch. If a foreign 
bank office did not accept deposits but did lend Boney oc pay checks 
OI aalntain ciedlt balances. It would be. defined as an ^agency" and 
would not otherwiaa asoaps the Act's ocwsraga. 

3. Page 4, line 3, Insert the following new deflnitloni 

* (12) 'consolidated' asanB consolidated in accoidanoa 
with generally -accepted accountlna princlpleB In 
tiM Onlted Etstas oonalstsntly applied.' 

Bxplanatlon i The definition of "(oceign bank* in Section 

1{7) of the bill and the sBount threshold for livosition of aonetary 

controls OB foreign banks In Sections 7(al (2) and (3) of the bill both 

rely on .a 'consolidated* test applied to foreign banks. The reooBssnded 

aesnteHit would mke ole«i that U.S. accounting, principles are to b* 

applied In deteialnlng whether a foreign bank aeeta the tests applied 

4. Page 12, strike lines 22 through 25 and page 13 SUlke 

lines. 1 tbcougb 13 and insert In lieu thereof, the following: 

'Sec. 5. (a) Bxcept as provided by subiectlOD 
(b) , (1) n<} foreign bank Bay ogecate a Federal 
branch outside its liome State unless the State Is 
one in which it could tiperate a biancn if It were 
a national bank located In its hoo* Statej I2J no 
foreign bank my operate a Stat? hcanch outside 
Its hCBB State unless (lU t^ State la one in ^ich 
It could operate a branch if It w«re a national 
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bulk looatad Id ita bom Stat*, and (B) tb* 8t«ta 
bianoh la appEOved by tha ragulatoty authotlty of 
tba Btata in iihlch auch brancb la to ba locatad) 
(3) no foieign bank may operata a 9tata agancy and 
no foreign bank or fr^rnny of lAich it la a aubaldiary 
■ay oparsta a ccMMrclal Landing cOBpany aubaldiary 
Outalda of ita haae Stata unlaaa auch Stata agancy 
or ccaaarcial landing ecapany aubaldiary la approved 
by tha ragulatory authority of tba Stata in uhlcii 
' auch agency or ccsaMcctal landing coagiany la to 
ba locatad] ami (t) no foreign bank nay acquire 
any voting sharea of. Intaraat in or aubitantlally 
all of tha aaaata of a bank locatad outalda of ita 
ban Stata unlaaa aucb aoqulaltion would b* pacHiaaibla 
under aaction 3 of the Bank Bolding Co^iany Act 
of use If the foreign bank were a bank holding 
eaiftiay tha c^eratiCHia of uhoae banking aubaidlariaa 
■are principally oonduetad in tha foreign bank'a 
boaa State.* 

Baplanation i Tbia i iiiii— aiiiliil aaandaant is aarely an 

attaint to clarify the application of tba interatata banking rastrictlonB 

of Section 5 to tba vartoua fonu of foreign bank operattoDa in tbia 

country) tt ettecta no aubatantlve change In the aaction. Specifically. 

it aubdividaa tha aectlon by tba apeclflc foru of organiiation affKtad- 

-Faderal branchea. State brancbea. State agenciaa and ooBMrclal landing 

cOBpanlaa, and banka. A provialon in tha aaiating Section 5(a) indicating 

that B Federal branch or agancy cannot be eatabllahsd outside of a foreign 

bank's hoae State If prt^ibitad by Stata lav la allalnatad becauae it 

aervaa aarely to duplicate section 4(a) of B.R. ISSTC. In addition, 

tba language pertaining to a "bank* operated by a foreign bank outalda 

of Its boas State baa been contorted aore closely to Cbe language of 

aaction 3(d) of tha Bank Holding CoMpany tet. 

5. Page 11, line 1, pluraliie the word 'Stata*. 

Iqlanatlon i The reference to 'State* in subsection 

(3) of aectlon S(c) la clearly intended to be a reference to 'stataa'. 
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SMtion 8 of H.R. 13a76 Is amndwl 1:^ adding Ui* folloiring 
MH section (a] aftar line 14 on paga 25. 



■{«) Section 2(11) 


of the Bank Holding Covany *ct of 19Sfi 


Is onended by striking tha pcovlao to that section and inserting in 


liau thereof the folloiring: 




■Fiovided, howeve 


, niat the prohibitions of Section 




1 not <«^ly to shares of any 


con^ny ocganized 


under the lavs of a foreign country 




ny subsidiary of such cospany 


principally engag 


d in activities incidental to 


Che business of t 


e parent) that U principally 


engaged In busine 


3 outaida tha United States i£ 




Id ot acquired by a bank holding 




under the lava of a foreign country 


that Is pcincipiilly engaged in the banking business 




States, except that (1) such 


a co^any <A1 may 


engage in the business of under«ltlng. 


selling or dUtcl 


uting secucltiea In the United 


States only to th 


extent that a bank holding cc^iany 


■ay do so under t 


is Act and under regulations or 


orders issued by 


_he Board ondet this Act and (B) 


nay not engage in 


the united States In any banking 


or financial opei 


tions or types of activities 


pernitted under s 


ction 4(c) (8) of this Act unless 




11 the conditions specified In 


section 4lo){e o 


in any order oc regulation lamed 


by the Boaid unde 


■uch Mction, and 2) no domestic 


office or subsidl 


ry of a bank holding ooitpany or 


subsidiary the ceo 


holding shares of such colony 




to a donestic office or subsidiary 


of Huch company oi 




afforded other borrowers In the gntted stataa. 


Tor pucpoaea of tt 


is subsection— ) a bank holding 


co^«ny luy not Ir 


any case be considered to be 


■principally enga 


ed in the banking business outside 


the United State a 


IE its principal banking subsidiary 






■••na located In 


Jie Dnited States oc organlied 


under the lavs of 


the Dnited States or any State 


thereof.- 
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— rlr"'"'*" 1^ pKMant Mcclon'Kb] oE tlM Bulk BnUlng 
Ccapany Act provides tliat Um nonbuiklng problbitlona^ o( tlM tet ■MmU 
not Bn>ly to aharaa of any ooapany organlMd undat tba laira af » focalgn 
oountiy that doaa not do aity bualnaaa In tha OniCad statea. If auch 
sbacaa ata ttald or aoqulratt by a b«ili tolOloq oa^w^y that la prlnolpally 
angagad In tha banking bualntaa outalda tha Dnitad StMaa.* Itiua, undar 
tha current aactlon. a foialgn nonbanklng coapany bald or aoquirod by 
a foralgn bank la only allglbla for a atatutory axaaptton ftca the tet'a 
nonbanklng problbiclans It It doaa no bualnaaa In tha unltad Seataa. 
nla provision thus doaa llttla Boia than cacognlia tba Inherent tacrltbrlal 
reatilctlona of the Act. 

Ttie propoaed MenAent would aa»nd aaetlon 2(h) of the Act 
to give foreign bank holding ccofunles principally engaged in banking 
abroad a atatutoiy axavtion iindai vtaich thay oouM retain and aoqutre 
interesta In focelgn-chart^ired nonbanklng coavanle* ttiat are prlnolpally 
anga^ed in basinaaa outalda tha United StBtaa.avcn tfthay have n.S. 
operations. This nould aseapt both controlling and alnority Intaraata 
in Huch coapaniea. 

nrae iaportant aiKiaptlana, hoiMver, ara aada to tha exeaptlon. 
Pirat, no coiq^ny nay qualify for the esaaptlon If it conducts a O.S. 
securities busineEs that tmuld not be pemlSBifale for a ddaastlc bank 
holding conpanyi tbla aeivaa to prevent thlB az^^tion froa being uaad 
aa a way to avoid Glasa-Steagall pcoblbitiona. Secondly, no foreign bank ' 
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bolding eaapang uy um tbla wtv^tlon aa a ■■>»■ of aradlng tb* raqutiMwnts 
ot S *(c) (8) of tha Met. Poi auapl*, it ■ toEaign bank oana a Coratgn 
laaalng ooNpany that aiapan; say only aatabllali oc cataln offloaa In 
tha unltad Stataa to oonduot laaalng oparationa In aoaocdaiica vith tba 
aaaa liaitationa and prooaduzaa that ■cf>ly to doaaatlo bank holding 
coapanlaa undat S *(»> (S) of Uw Hot and Uw Boacd'a Bagulatlon X. 
nilrdly, it ia pcovidad that no doaaatlc oCfiea or aubatdiacy oC a 
foraign bank or aubaldlacy thataoE B^r aatand etadit to a doaaatlo 
offica or aubaidlaty of a foralgn nonbanking ccaciany qoallfylng (M 
tba aia^tion on cccaa aota lavocabla thao thoaa attocdad otbai borronar* 
in tba Onitad Stataa. Thia condition ia lapoaad ao aa not to give tha 
foralgn bank or nonbank flraa Involvad an advantaga ovar tbatc ca^iactlva 
U.S. ooapatitora. 

In addition, appEOpilata govainlng dafinitlona hava baan propoaad 
in tha aaandaant. For a»M^la, in ordei toi a foiaign bank boUing 
coapaiv to ba 'piincipalXy angagad in tha banking buainaaa outaida th« . 
Dnltad Stataa' and thua aliglbla to uae tha axaaption, it ia pcoridad 
that ita principal banking aubaidlaiy cannot ba locatad In tha Dnitod 
Stataa. Thla lattai dafinltloa pravanta larga 11>S. banking organiiatlona 
fcoa avac being abla to uaa tha aaaivtion. 

na ganatal pucpoaa of tba pcopoaad aaanteant ia to aaka claai 
that tha Bank Boldlng Coaparv Act and K.S. 13BTC ara not aaant to apply 
our idaaa of banking to fotalgn bank oparationa that darlva item anfl- 
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hav« thair prliUTy •CEMita In counCrlaa outaid* tba D<S. Binca Cba 
coapaniaa smqptad Bust b* pilnclpallir •ngagad tn buBlMBi outalda tb* 
Onltad Stataa and aince th* focaiqn bank mat ba pclDclpallr angagad 
in bualnaaa outalda the Unltad Statea, it is not anticipatad that tba 
anendBtnt would hava aiqnificant effaeta on the ooncantiatlon of doaaatlc 
rasouicai oi giva foralgn banlia or tbali nonbank afcillataa significant 
coBpatitiTB advantagaa. Itie propoaad aaandaant nould alao be conalatant 
with the U.S. approach of ancoutaglng focalgn invaataant in this countcyr 
lack of a atatutoiy aiaaptlon May diacouiag* wijoc Coielgn nonbanking 
coapaniaa iccm aaCsbltatilng (acilltiaa in tba U.S. bacauae ot a tocalgn 
bank ahaceboldac. rinally, tha propooed aaandaent aliould laaaen tha 
posalbllit; o£ an; retaliatory ■easucea being taken abroad agalnat U.S. 
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StatiBtloal i^ipendix to StatMiant by ' 

Staphan 8. Oaidnai 

Vlc« Chalraan, Board of Govarnot* of the Federal Resflrve SyatM 

SubcoNMtttee on Financial Institutions 
Coanittsa on Bankingi Housing and Urban Affair* 
United states senate 



August 31, 1976 
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FDceign Banking Ins 
listed by Type of 


Instl 


tutlon" I 


he United States 
,3 cf June 1976 


INSIITUTE CUDE 








01 AGENCIES 








BANK 




' "lIT 


PARENT BAMKDIG 


N*M£ 






ORGANIZATION 


BANCO 01 NAPOLl AGENCY 


NEW 


YORK 


BANCO DI NAPOLl 


BANCO NACL DE MEXICO AGENCY 


NEW 


YORK 


BANCO NACL DE MEKICO 


(tANGHOK BANK LTD AGENCY 


NEW 


YORK 


BANGKOK BANK LID 


lAIYO KOBE LTD AGENCY 


NEW 


YORK 


TAIYO KOBt BANK 


BANK LEUMI LE-iSRAEL 


NEW 


YORK 


BANK LEUMl LE-ISRAEL 


BANK MELLl IRAN AGENCY 


NEW 


YORK 


BANK MELLi IRAN 


BANK Cl*^ MONTREAL AGENCY 


NEW 


YORK 


BANK Of MONTREAL 


BANK Df NDVA SCUUA AGENCY 


NEW 


YORK 


BANK OF NDVA SCOTIA 


BANK SADEBAT IMAN AGENCY 


NEW 


YORK 


BANK SADENAT IRAN 


BANK DF TOKYO no AGENCY 


NEW 


YORK 


BANK OF TOKYO 


CANAD IMPL PK OF COMM AGENCY 


NEW 


YUHK 


CANAO INPL BK OF CONN 


TmOS COOK AND SON AGENCY 


NEW 




thos cook and son 


DAI-IC"! KANGYU BANK AGENCY 


NEW 




oai-icmi kangyo bank 


DAIHA BANK LTD AGEWCY 


NEW 


YORK 


UAIMA BANK 


FUJI BANK LTD AGENCY 


NEW 


YORK 


FUJI BANK 


INIL C0«« Bk UF CHINA AGENCY 


NEW 


YORK 


INTL CUMM BK OF CHIN* 


KOREA EiCMANGE BANK AGENCY 


NEW 




KOREA EXCHANGE SANK 


MITSUBISHI BANK LTO AGENCY 


NEW 


YURK 


MITSUBISHI BANK 


niTSUI SANK LTU AGENCY 


NEW 


YORK 


MITSUI BANK 


BOYAL SINK OF C*N*DA AGENCY 


NEW 


yuhk 


ROYAL BANK OF CANADA 




NEW 


YORK 


Sanwa bank 


BUMnOMU BANK LTD AGENCY 


NEw 




SUHITOnO BANK 


lOKAI BANK LTD AGENCY 


NEW 




lOKAI BANK 


lOHONTU-OOMINlUN BANK AGENCY 


NEW 


YORK 


lORONTO DOMINION BANK 


IME SAITAMA BANK, LTD. 


NEW 


YORK 


SAITAMA BANK 


INDUSTRIAL BANK OF JAPAN LTD 


NEW 


YORK 


INDUST BK UF JAPAN 


HOKKAIDO TAKUSmOkU bank ltd. 


NEW 


YORK 


HOKKAIDO TAKUSMDKU 


OVERSEAS UNIUN BANK, LTD 


NE" 


YORK 


OVERSEAS UNION 


KYOWl BANK 


NEW 


YURk 


KYOWA BANK 


BANCO 00 ESTADU Df SAO PAULO 


NEW 


YORK 


ESTAOO DE SAO PAULO 


IHE Mirsui ^» i BKNG CO LTO 


NEW 


YURK 


MITSUI TR & BKN6 CU. 


MITSUBISHI TW li BNKG CORP 


NEW 


YORK 


MITSUBISHI TR I BKNG 


BANCO MEHCANTIL DE SAO PAULO 


N£H 


YORK 


MERCANTL OE SAO PAULO 


BANCO UHOUIJU 


NEW 


YURK 


BANCO URUUIJU 


BANCO OE BILBAO 


NEW 


YORK 


BANCO DE BILBAO 


BANCO UNION C.A. 


NEW 


YORK 


BANCO UNION C.A, 


BANCO INO OE VENEZUELA C*. 


NEW 


YORK 


BANCO INO DE VENEZUEL 


BANK OF NEW SOUIN WALES 


NEW 


YORK 


BK OF NEW SOUTH WALES 


COHHERCIAL BANK UF KOREA 


NtH 


YORK 


COMH BANK UF KOREA 


AUSTRALIA t H ZEALAND BKG GR 


NEK 


YURK 


aUST t NEW ZEALAND CR 
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INSTMUlt CIIDE 
01 IGENCIES 



t«lYU KOBE *GtNCY 

e«NK OF TOKTU AGENCY 

0*I-1CHI «*NGY0 sank *GENCy 

DAlHk BANK AGENCY 

EURO-tH BANNINi; cnRP AG€NCY 

Fuji bank agemcy 
kurea exchange bank agency 
"iisu6ishi bank ltd agency 
"itsui bank ltd agency 

ShISS CREDIT BANK *GENCY 

iukai bank agency 

BANCU 01 RUHA AGENCY 
BANK UF MONTREAL AGENCY 
BANK OF NOVA SCUTIA AGENCY 
BANK OF tOKYO AGENCY 
BANOUE NATLE D£ PARIS AGENCY 
BARCLAYS BANK INTL AGENCY 
CANAD IMfl Sk UF CDMH AGENCY 
CHARTD SANK OF LONDUN AGENCY 
HONGKONG a SHANGHAI BK AGENC 
NATL WE3IHINSTEB BANK AGENCY 

philippine natl bk agency 
ruyal bank of canada agency 
sanha bank lid agency 
sumitomo bank ltd agency 
smiss bank curp agency 
luronto dominion bank agency 
Shanghai commercial bank ltd 
Bank of BRITISH Columbia 
banco 00 brasil s a 
ihe industrial b« japan ltd 
Banco de cumercio 

EUBOPEAN-AH(RtCAN BKNG CORP 
CfiED T LTONmIS P*R1S 
BanCA CUMmERCIAlE ITALIANA 
ORESDNER BK AG FRANKFORT 
HOKKIIDO TakUSHOKU 

BANCO DO BRASIL 
ALGEHENE BK NEDERLAND 
BANCO NATL DE MEXICO 
KYUWA BANK AGENCY 
BANCO REAL 



LOS 


ANGELES 


TAIYU KOBE BANK 


LOS 


ANGELES 


BANK DF TUhYU 


LOS 


ANGELES 


OAt-ICHI KANGYU BANK 


LD3 


ANGELES 


DAINA BANK 


LOS 


ANGELES 


EUROPEAN-AMER 'GROUP' 


LOS 


ANGELES 


FUJI BANK 


LOS 


ANGELES 


KOREA EXCHANGE BANK 


LOS 


ANGELES 


MITSUBISHI BANK 


LOS 


ANGELES 


MITSUI BANK 


LOS 


ANGELES 


SMISS CREDIT BANK 


LOS 


ANGELES 


rOKAI BANK 


SAN 


FRANCISCO 


BANCU Dl RUMA 


SAN 


FRANCISCO 


BANK UF HUNTHEAL 


SAN 


FRANCISCO 


OANK OF NOVA SCUTIA 


SAN 


FRANCISCO 


tJANK UF TUKYU 


SAN 


FRANCISCO 


BANOUE NATLE DE PARIS 


SAN 


FRANCISCO 


BARCLAYS GROUP 


SAN 


FRAWCISCO 


CANAD IMPL Bk of COKM 




FRANCISCO 


siand-chaktehed group 


SAN 


FRANCISCO 


HONGKONG AND SHANGHAI 




FRANCISCO 


NATL "ESTMINSIEH BANK 


SAN 


FRANCISCO 


PHILIPPINE NATL BANK 


SAN 


FRANCISCO 


ROYAL SANK OF CANADA 


SAN 


FRiNClSCU 


SANHA BANK 


SAN 


FRANCISCO 


SJMITOMO SANK 


SAN 


F«*NC1SC0 


SHISS BANK CURP 


SAN 


FRANCISCO 


TORONTO OUMINION BANK 


SAN 


FRANCISCO 


SHANGHAI COMM BANK 


San 


FRANCISCO 


SANK OF BMII COLUM 


SAN 


FRANCISCO 


BANCU 00 bRASiL 


LOS 


ANGELES 


INDU3T BK OF JAPAN 


LOS 


ANGELES 


BANCU DE COMEHCIO 


SAN 


FRANCISCO 


EUROPEaN-AMER 'GROUP- 


LOS 


ANGELES 


CREDIT LYUNNAIS 


LUS 


ANGELES 


BANCA COMM ITALIANA 


LOS 


ANGELES 


DRESDNER HANK 


LUS 


ANGELES 


HOKKAIDO lAKUSHQKU 


LOS 


ANGELES 


SAIIAMA BANK 


LOS 


ANGELES 


BANCU DO BRASIL 


LOS 


ANGELES 


ALGEMENE BK NEDERLAND 


LOS 


ANGELES 


BANCO NACL OE MEXICO 


LUS 


ANGELES 


KYOWA BANK 


LOS 


ANGELES 


BANCO REAL 
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iNSTiruie CODE 

Ol ICEHCtES Tabl* 16a| pa|a 3 



8«NC0 DO ESTADU DE SAD PAULO SAN FRANCISCO ESIAOO OE SAO PAULO 

BANK LEUhI LE'ISRAEL.e.H, BEVERLY HILLS BANK LEUKi LE-ISRAEL 

BANGKOK BANK LTD SAN FRANCISCO BANGKOK BANK LID 

PHILIPPINE NATL Bk agency HONOLULU PHILIPPINE NATL BANK 



oy Google 



INSTITUTE CODE 
02 BRANCHES 



TabU Ma, HC 4 



PUDR UmCIHB 



BtRCLATS eiNK 



BARCLAYS GROUP 



BANCO DC BOGOTA 

BANCO DI RUMA 

BANCO BO BRAIIL BRANCH 

BANC* COMH ITALIANA BRAHCH 

BANCA NAZLE DEL LAVOHO BRAHC 

BANCO DE LA NACION 

BANCO REAL BRAHCH 

BANK FUR GEHEIHHIRTSCHAFT 

BANK HARUALIH. B, M. 

BARCLAYS BANK IHTL BRANCH 

CHARTD SANK OF LONDON BRANCH 

COMHERZBANd ANt BRANCH 

CREDIT tNOUSTRIEL ET COHML 

CREDIT LTONNAIS BRANCH 

CREDITO ITALIANO 

DRESDHER BANK BRANCH 

HABIB BANK BRANCH 

nONGNONC I SHANGHAI i* BRANC 

ISRAEL DISCOUNT BANK 

LLOTDS BN INTL LTD 

LONG-TERM CREDIT BK OF JAPAN 

NATL BANK OF PAKISTAN BRANCH 

NATL NESTMInSTER BANK BRANCH 

algehene bk nederlahd branch 
Philippine natl bank branch 
standard chartered bann ltd 
state bank of india branch 
skiss bank corp branch 
SMiss Credit sank branch 

TOYO trust 1 BANKING CO LTD 
UNION BANK OF BAVARIA 
UNION BK CF ShITZERlAND 
NESTDCUTSCHE LANDESBANK 
BANK OF NDVa SCOTIA BRANCH 
ROYAL BANK OF CANADA BRANCH 
BANK OF NDVA SCOTIA 
BARCLAV9 BANK INIL BRANCH 
ROYAL BANK OF CANADA BRANCH 



NER 


ORK 


BANCO DE BOGOTA 


HEN 


URK 


BANCO 01 RONA 


NEH 


ORK 


BANCO DO BRABIL 


NEW 


ORK 


BANCA COMH ITALIANA 


MEN 


ORK 


BANCA NAZLE DELLAVDRD 


NEM 


DRK 


BANCO DE LA NACIDH 


NEH 


ORK 


BANCO REAL 


NEH 


ORK 


BK gemeinhirtbchaft 


NEM 


ORK 


BANK HAPOALIM 


NEH 


ORK 


BARCLAYS SROUP 


NEW 


ORK 


STAND-CHARTERED CROUP 


NEN 


ORK 


CDMMERZBANK AKI 


NEH 


OHK 


CONP FIN 06 SUEZ 


NEM 


ORH 


CREDIT LYONNAIS 


NEM 


DRK 


CfiEDlTo ITAL AND 


NEN 


ORK 


DRESONEi! BANK 


NEM 


WK 


HAB a BANK 


NEM 
NEM 


ORK 


HONSKONG AND SHANGHAI 
ISH^EL DISCOUNT BK 


NEM 




LLOTDS-IHTL BK 


NEM 


ORK 


LONG TERM CREDIT 


NEM 
NEM 


ORK 


NATL BANK OF PAKISTAN 
NATL HESTHINSTER BANK 


NEM 
NEM 


SrU 


ALGEHENE BK NEOERLAND 

PHILIPPINE NATL BANK 


NEM 
NEM 


ORK 
ORK 


STAND-CHARTERED CROUP 
STATE BANK OF INDIA 


NEM 


URK 


SHISS BANK CORP 


NEH 


ORN 


SHISS CREDIT BANK 


NEH 


ORK 


TOYO TH t BK6 CO LTD 


NEH 




UNION BK OF BAVARIA 


NEH 


DRK 


UNION BK OF BHITZ 


SAN 


UAN 


"ESTDEUTSCHE LANDESBK 
SANK OF NOVA SCOTIA 




UAN 


ROYAL BANK OF CANADA 


CHRI 


TENSTEO 


BANK OF NOVA SCOTIA 


Char 


01 IE AMAL 


E BARCLAYS GROUP 


CHRI 


TENSTEO 


ROYAL BANK OF CANADA 
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IhSIIIUIE t«Ot 
02 SRtNCHta 



tLGEHENE BtNK NEDERLtNO N.V. 

SANC* CDHMERCItLt IT«II4N« 
BtNK LEJMI LE-ISRaEL 
BtRCLAI'S eONK INTKL LTD 
etNQUE UlTIDNALE DE PARIS 
SNQ DE LtNODCHlNE ET DE SUEZ 
IHE CHARTERED tJANK 
CDMMERZBANK *KT 
CREOir LTONNAIS 
ORESDNEH BAN"! 
EJRUPEAN BANKING CO LTD 
HaNCKDNG t SHANGHAI BK BRANC 
MOREA EXCHANGE SANK BRANCH 
INTL. CUHH BK OF CHINA BRANCH 
LLOros BK INIL LTD 
NATIUNAL BK OF GREECE S,A, 
NATIONAL HESTHINSTER BK LTD 
THE SANNA BK LTD CHGO UFC 
STATE BANK OF INDIA 

IHE Sumitomo bk ltd 

SnISa BANK CORPORTION 
union bank of BAVARIA 



CHICAGO 
CHICAGO 
CHICAGO 
CHICAGO 
CHICAGO 
CHICAGO 
CHICAGO 
CHICAGO 
CHICAGO 
CHICAGO 
CHICAGO 
CHICAGO 
CHICAGO 
CHICAGO 
CHICAGO 
CHICAGO 

Chicago 

CHICAGO 
CHICAGO 
CHICAGO 

Chicago 

Chicago 



ALGEMENE BK NED£I)LAND 
BANCA COHM ITALIAN* 
BANK LEUXI LE-ISRAEL 
BARCLAYS GBUUP 
BANOUE NAlLE DE MIII8 
CO»P FIN OE SUEZ 
STAND-CHAHTEHED CRSUP 
CDMHERZBANK AKT 
CREDIT LTUnNAIS 
DRESONER BANK 
EUROPEAN-AMEH 'GROUP' 
HONGKONG AND SHAHfiHAI 
KOREA EXCHANGE BANK 
INTL CUNM BK OF CHINA 
LL0TD3-INIL BK 
NATL BK OF GREECE 
NATL HESTHINSTER SANK 
SANMA BANK 
STATE BANK OF INDIA 
SUMITnMO BANK 
SHISS BANK CORP 
UNION BK OF BAVARIA 



( Of rUKVO LID BRANCH PORTLAND 

:aNAO IMPL BK UF CQHM BRANCH PORTLAND 

HK OF TUKVO LTD BRANCH SEATTLE 

lAO ImPL BK OF CUHM BRANCH SEATTLE 

•THE CHARTERED aK", LONDON SEATTLE 

hONGHONS & SHANGHAI BKG CORP SEATTLE 

lAIYO KOBE SANK LTD SEATTLE 



kNK UF TOKYO 

~ inPL BK OF CONN 

INK UF TOKYO 

iNAD IHPL BK OF CONN 

ANO-CHAMTERED GROUP 

HONGKONG AND SHANGHAI 

TAIVO KOBE BANK 



oy Google 



Institute code 

0} BANKING SUbSlDl«RlES 



labia 16a, pag« 6 



bANK 


"■*" 


CITY 


PAREWT BAHKING 


NtNE 






MGUdZATIOK 


REPUBLIC MATL »*NK OF NY 


NEW 




TRADE DEVELOPMENT BK 


*MeBic*N H*N« AND ISU3T CO 


NEH 


YORK 


CONTINENTAL TRADE BK 


ATLANTIC BANK UF NEN TOBK 




YORK 


NATL SK OF GREECE 


BANK LEUMI LE-ISHAEL 




YORK 


BANK LEUhl LE-iSRAEL 


BANK QF MONTREAL TRUST CU 




YORK 


BANK OF HUNTREAL 


BANK QF NOVA 3CUTIA TRUST CO 




YORK 


BANK OF NOVA SCOTIA 


BANK OF TOKYO TRUST CO 




YORK 


BANK OF TOKYO 


8ARCLAIS BANK OF NEN TORN 




YORK 


BARCLAYS GROUP 


CANAD BK OF COMM TRUST CO 




YORK 


CANAD IHPL BK OF CUNM 


EURUPEAn-AMERICAN (J AND T CO 




YORK 


EUROPEAN-AMER ' GROUP ' 


FUJI BANK I TRUST CO 




YORK 


FUJI BANK 


INDUSTRIAL BANK OF JaPAN 


NEW 


YORK 


INOUST BK OF JAPAN 


ISRAEL DISCOUNT BANK 




YORK 


ISRAEL DISCOUNT BN 


RUTAL 8K OF CANADA TRUST CO 






ROYAL BANK UF CANADA 


SChRUOEft TRUST CO 


NEW 


YORK 


SCHRODER GROUP 


lORONTO-OOniNIUN B AND T CO 


NEW 


YORK 


TORONTO DOMINION BANK 




NEW 


YORK 


BOS ARABES I FMANCAIS 



KOREA EXCHANGE BK OF CALIF 
LLOYDS B" OF CALIF 
NITSUelSHI BANK OF CALIF 

mitsui bk of california 
tokai bk qf california 
bank of montreal -california 
barclays bank of california 
california canadian bank 
california first bank 
Chartered bk of lqndon-calif 
french bank of califorma 

"UNGKONG BK OF CALIFORNIA 
3ANHA SANK OF CALIFORNIA 
SUMITOMO BANK OF CALIFORNIA 
TORONTO DOMINION BK OF CALIF 



HtCAGO 


BANCO DI ROMA 


HICACO 


DAI-ICHI KANGYO BANK 


oa 


NGELES 


KOREA EXCHANGE BANK 


OS 


NGELES 


LLOYDS-lNtL 9K 


OS 


NGELES 


MITSUBISHI BANK 


OS 


NGELES 


MITSUI BANK 


D3 


NGELES 


TOKAI BANK 




HANCISCO 


BANK OF MONTREAL 




RANClatU 


BARCLAYS GROUP 


AN 


HANCISCO 


CANAD IMPL BK OF COMM 


AN 


RANCISCO 


BANK UF TUKYO 




RANCISCO 


STAND-CHARTERED GROUP 




RANCISCO 


BANDUE NaTlE OE PARIS 


AN 


RANCISCO 


HONGKONG AND SHANGHAI 


AN 


RANCISCO 


SANtiA BANK 


AN 


HANCISCO 


SUMITOMO SANK 


AN 


RANCISCO 


10RONTO DOMINION BANK 
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INSTITUTE CODE 

05 INVESTMENT CUHP. TabU 16a, paga 7 



EUOaPEtN-AHERICAM BKG CORP KEH YORK EUROPE AN- *NER 'GROUP' 

FRENCH-iHERICAN SKB CORP NEH TURK BANBUE NATLE DE PARIS 

J HENRT SCHRUOER SKG CORP NEW YORK SCHRODER CROUP 

NORDIC AMERICAN BANKINC CORP NEH TURK SVENSKAHANDEtSBANKEM 



oy Google 



BDNSUC MIIlC DE P 



CREDIT LTONNlls 



] BkNSUE • 
} FRENCH I 
I CREDII 1 



BBS *R*BES ( FOtMCtlS 



FEOeRlL RERUBIIC OF 



DREIDNER B*NK 



UNION BK Of B4V« 



MESTOEUtlCHE LkNDESSK 
'K CEHClNNIRtSCKlFT 



ITLE OE FkRIS USENCt 
INK OF ClLIFORHIl 
rONNt]) BRANCH 
FOMKtia 
rONNtIS PIHIS 

" " UL El COHHt 



I BNB OE LINODCNINE ET DE SUEZ C 
] U.B.l.F. IftlB-kHERICAN BINK N 



>KT BRANCH 
I BRANCH 



1 DREIONEA B 

i DDESDNER B 

1 DRESDNER Bl Jtfi r 

2 UNION BtMK OF BlVjtRU 
2 UNION BANK CF B*V*i)l* 

I ■E8TDEUTSCHE L«NDEBB*NK 

I BANK rUR StMEtNNlRTBCHtFT 



•ATI. BK OF GREECE 



8ANCA NAZLE DELL*« 

eiNCO 01 NiPoLi 

BANCO 01 ROMA 



1 COKMERCli 

t COHHERCI. 

t NAZLE DEI 

Q DI NAPOL 

a DI RUNA 



.lANA BRANCH 
ILE ITALIANA 
kCE ITALIANA 



CREOITO ItAlIANO 



I CREDITO IIALIAN 



oy Google 



si7""'s 


i^'^"" 


ioo 


NIHE 


tity 


NEtH£RLl>IU3 










*LCt"ENE en 


NEDEBl.ND 


02 


ILGtMENE a« NEDEHLIND BRINCH 
•LGEMENE BiNK NEDERLANO U.I. 
OLCEXENE SK NEDEDL«ND 


CnlCtGO 


SPUN 










e*MCQ 0£ HI 


B>U 


l\ 


B»Nca oi aiL8*u 


NEH TURK 


iweocK 










3VEN3K«H1U0ELSB*N«EN 


05 


NDROIC *HER1C»N a*H«Ii*S CORP 


NEH YUBK 


S.ITIEOLAND 










CUNMNENUl 


IB»OE B« 




HEPUBLIC NilL SINK Or N» 
SHIS9 S<>N> CURC hHlNCH 

SHI33 CREDIT B'NK UDINC" 
SOISS CREDIT B'NX IGEKCT 


HEX Yaox 

NEK »UB* 
C"IC»ttU 

NEH >UI>K 
LOB 1N6ELE3 

NEM (DRH 



I INTL BHtNCH 
1 INTNL LTD 



KS UF (.IJNDUN *G£NCY S*N f 
RTEBEO BX OF UONDUN-CILIF " " 
E CnANTEHED BH', LUNDUIt 
ENHI aC"«UDEB BKG CURP 
J SCHBODEB THUSI CU 
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'pARoit lam't^itK 


'iNsi bInI^ 








'ciii 


cmmniY qrquiisaticw , 


CODE N»nE 








UNLIEO KINSOOM 










tLOrOS-lNIL 8« 


OZ ULUYDS H" INTl LTD 




HEX 


lo 




01 LLUYDS B. OF CltlF 




los 


N6EIE8 


N*TL KeSIHINSrEI* BUNK 


ai NiU -EST-INSTEB flUNR 
Oi N«TION»L HEBIKINSIER 


BWNCr. 


MEN 
CMIC 


URK 




01 «ni. NESTHlhSTED BJlNK 






RINCISCU 


THOS COO-. IND SUN 


01 TWOS CUQK IND SQN IGE 


NC 


NEN 


oa. 


OIHiH "iSIEBN EURUPE 










EUSOPEiN-.HEH -ttHOUP' 


05 EUBOPe*H-*HtS|C*N BKG 


COBP" 


NE- 


ORK 






NO t CU 


MEN 


OHK 




02 EUHOPEIN SINKING CU I 
















NCELES 








RiNciaca 



i DUHlNIOh BtMK 



i TORONTO-DUN IN 
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•RGENTIN* 

e*Hca BE L 



01 e«NCU OU SRASIL 3 I 

Di B*NCO oo eH*siu 

02 BANCO M*L BRtNCH 
01 BIHCU Mn 
01 B*NCa 00 E311DU OE 
■ - "3 00 tSTlOO OC 



NO TODR 

SAN FAiNCIBCQ 
LU> ANGELES 



PAULO NEM VURR 

PAULO SAN fRAN 

BANCO MERCANIIL OE BALI PAULO NEM TORK 



a NACL OE MEIICO 01 BANCO NACt DE XEXICO AGENCf NEa (ORK 

01 BANCU NAU DE HEUCU lUS AnGELEB 
ICO OE CQNEDCJO 01 BANCO OE CONERCtU LUS ANGELES 



HONGKUNG AND 3 



O; HONGKONG 
D2 HONGKONG 
01 H0NGK0N6 



shanghai 
Shanghai 



BK BRANC NEH IQRK 
BK BRANC CHICAGO 
BK AGENC SAN FRAMCISCU 
-ORNIA SAN FRANCISCO 
BHG COR** SEAttLE 
BANK (.TO SAN FHAMCISCU 



oy Google 



L DISCOUNT RK 
"*POil.IH 



SINK LEimi 


If- 


BANK LEUHI 




BIMK LEUCI 


Lf- 


BINK LEUHI 


Lf- 


ISRAEL Dt) 


OUN 


IBBiEL DISCOUNT 

BANK HlPOllin, 



AEL 


NE> TO"K 


AEL 


NEX TQRH 


AEl 




AEL.B.I 


BEVERl. HILLS 




MEN 10RK 




MEN TtWH 




NE« TlWll 



HUBE SINK 
' TOKYU 



[tllO KOBE LTD KSENC 
} HOSE AGEMCT 
1 TAIrU KOBE BANK LTD 

I BANK OF TDK 



NEH TORK 

LUS anceleb 

SEATTLE 



I Of TOUVO AStNCT 



■ANCTO BAMK 



r CHICAGO CHICH 

'S Bank agENCT 



I BANK t Tilt 

I BANK AGENCV 
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(.ONG i€H" caeoii 



nOKKllDU T1KU3HUKU SINK LTD 


NF> 










[NUUSTHUL »ANH UF J1P«N 




tHt INDUSIRUL at JlPkM LIO 




MIIiUBISnl DINK LTD ISENC 


n4h 






HltSOBlSKl bm* ilf Cltlf 









J *G6NCr 
•GENCT 



oy Google 



OHOlUllZATIOlI EOOE 



J PHILIPPINE NUtL B«NK 6R1NCX NE" lURn 

I PHILIPPINE N«TL BK aGENCr S*N FR*NCISCU 

I PHILIPPINE NITL BK *GEnCV 



CHINi, BEPUBLIC 
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^kCE 1 OF I 



i^tlV. 


HtasiN.r, V 


FR OIBIB 
"' 


IT/BtlU 


12 t 


(tURQPEI 


"""' 








FHtncE 




















tow riH oe suei 


















1 1 
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94th CONGEESS 



H. R. 13876 



IN THE SENATE OF THE UNITED STATES 

Jhlt 30, 1976 



AN ACT 

To provide for Federal reguladon of participation by foreign 
banks in domestic financial markets. 

1 Be it enacted by the Senate and House of Repreeenia- 

2 I'ices of the United States of America tn Congress assembled, 

3 SHOHT TITLE AND DEFINITIONS 

4 Section 1. (a) This Act may be cited as the "Inter- 

5 national Banking Act of 1976". 

6 (b) For the purposes of this Act — 

7 (l) "agency" meajis any office or any place ot busi- 
S ness of a foreign bank located in any State of the United 
9 States at which credit balances are maintained incidental 

10 to or arising out of the exercise of banking powers, but 
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1 at whicli deposits may not be accepted from citizens or 

2 residents of the United States ; 

3 (2) "Board" means the Board of Governors of the 

4 FedenU Reserve System; 

5 (3) "branch" means any office or any place of husi- 
C ness of a foreign bank located in any State of the United 

7 States at which deposits are received and checks are 

8 pfdd or money is lent; 

9 (4) "Comptroller" means the Comptroller of the 
10 Currency; 

H (5) "Federal agency" means an agency of a foreign 

12 bank established and operating under section 4 of this 

13 Act; 

14 (6) "Federal branch" means a branch of a foreign 

15 bank established and operating under section 4 of this 

16 Act; 

17 (7) "foreign bank" means any institution that (1) 

18 is organized nnder the laws of a foreign conntry, a terri- 

19 tory of the United States, Puerto Bico, Guam, American 

20 Samoa, or the Virgin Islands, and (2) either (A) 

21 principally conducts Its banking business outside the 

22 United States or (B) is a subsidiary, as that term is 

23 defined in the Bank Holding Company Act of 1956, 

24 of any institution which, on a consolidated basis, 

25 principally conducts its banking business outside the 
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United States. For the purposes of this Act, the term 
"foreign bank" includes, widioat limitation, foreign 
commercial banks, foreign merchant banks and other 
foreign institutions that engage in banking activities 
usual in connection with the business of banking in the 
countries where sucli foreign institutions are organized 
or operatmg; 

(8) "foreign country" means any country other 
than the United States, and mcludes any colony, de- 
pendency, or possession of any such country; 

(9) "commercial lendmg company" means any in- 
stitution, other tlian a bank or an organization operating 
under section 25 of the Federal Reserve Ac^ organized 
under the laws of any Stat« of the United States, or the 
District of Columbia which maintfuns credit balances 
incidental to or arising out of the exercise of banking 
powers and engages in the business of making commer- 
ci^ loans; 

(10) "State" means any State of the United States 
or the District of Columbia; and 

(H) the terms "bank", "bank holding cconpany", 
"company", "control", and "subsidiary" as used in this 
Act shall have the same meanings assigned to tho^e 
terms in the Bank Holding Company Act of 1956, 
and the terms "controlled" and "controlling" as used in . 
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1 this Act shall be construed consistently with the term 

2 "control" as defined in section 2 of die Bank Holding 

3 Company Act of 1956. 

4 ESTABLISHMENT OS NATIONAL BANES 

5 Sec. 2. Section 5146 of the Hevised Statutes (12 

6 r.S.C. 72) is amended by striking out the period at die end 

7 of the first sentence and adding the following new provision: 

8 ", except that in the case of an association which is a 3ub> 

9 sidiary or affihate of a, foreign bank, the Comptroller of the 

10 Currency may in his discretion waive the requirement of 

11 citizenship in the case of not more than a minority of the 

12 total number of directors.". 

13 BDGB CORPORATIONS 

14 Sec. 3. (a) The second sentence of die fourth para- 

15 graph of section 25(a) of the Federal Keserve Act (12 

16 U.S.C. 614) is amended by stnking out ", all of whom shall 

17 be citizens of the United States" after "to elect or appoint 

18 directors". 

1Q (b) The first sentence of the sixth paragraph of section 

20 25(a) of the Federal Keserve Act (12 U.S.O. 615(a)) 

21 is amended by inserting "except with tiie approval of the 

22 Board of Governors of the Federal Reserve System," after 

23 "but in no event". 

24 (c) The second proviso of the first sentence of the 

25 twelfth paragraph of section 25 (a) of the Federal Reserve 
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1 Act {12 U.S.O. 618) is amended by inBerting ", except 

2 with the approval of the Board of Governors of the Federal 

3 Keserve System" after "That". 

i (d) The tiirt«enth paragraph of section 25 (a) of 

5 the Federal Eeserve Act {12 U.S.O. 619) is deleted and 

6 the following paragraph is inserted in lien thereof: 

7 "Except as otherwise provided in this section, a majority 

8 of the shares of the capital stock of any such corporation 

9 shall at all times be held and owned by citizens of the United 

10 States, by corporations the controlling interest in which is 

11 owned by citizens of the United States, chartered under tho 

12 laws of the United States or of a State of the United States, 

13 or by firms or companies, the control^ng interest in which is 

14 owned by cifizens of the United States. Notwithstanding any 

15 oilier provisions of this section, any foreign bant or any bank 

16 organized under the laws of the United States, any State of 

17 the United States, or the District of Columbia, the control- 

18 ling inter^t in which is owned by a foreign bank, group of 

19 foreign banks, or institution organized under the laws of a 

20 foreign country which owns or controls a foreign bank may, 

21 with the prior approval of flie Board of Govemora of the 

22 Federal Eeserve System and npon such terms and conditions 

23 and subject to such rules and regulations as the Board of 

24 Governors of the Federal Reserve System may prescribe, 

25 own and hold 50 per centum or more of the shares of the 
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1 capital stock of any corporation organized under this section, 

2 and any such corporatJoD shaU be subject to the same pro- 

3 visions of law as any other corporation organized under this 

4 sectioD. For the purposes of the preceding sentence of this 

5 paragraph the terms 'controls' and 'controlling interest' shall 

6 be construed consistently with tlie definition of 'control' in 

7 section 2 of the Bank Holding Company Act of 1956, and 

8 the term 'foreign bank' shall have the meaning assigned to it 

9 in the International Banking Act of 1976.". 

10 FBDEKAL BBANCHB8 AND AflENCIBS 

11 Sec. 4. (a) Except as provided in section 5, a foreign 

12 bank may, with the approval of the Comptroller, establish 

13 a Federal branch or agency in any State in which (1) it 
11 is not operating a branch or agency pursuant to State law 

15 and (2) the establishment of a branch or agency, as tlic 

16 case may be, by a foreign bank is not prohibited by State 

17 Uw. 

18 (b) In establishing and operating a Federal branch or 

19 agency, a foreign bank shall be subject to such rules, iregu- 

20 lations, and orders as the Comptroller considers ,apf ropriate 

21 to carry out this seclioQ, which shall include provisions for 

22 service of process and maintenance of brandi and agency 

23 accounts separate from those of the parent buik. Except as 

24 otherwise specificaUy provided in this Act or in rules, regu- 

25 lation, or orders adopted by the Comptroller under this sec- 
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1 tlon, operations of a foreign bank at a Federal branch or 

2 agency shall be conducted wifli the same rights and privi- 

3 leges as a national bank at the same location and shall be 
i subject to all the same duties, restrictions, penalties, liabili- 
5 ties, conditions, and lunitadons that n'ould apply nnder the 
G Kational Bank Act to a national bank doing business at the 

7 same location, except that (1) the requirements of section 

8 5240 of the Kevised Statutes (12 U.8.C. 481) shall be met 

9 with respect to a Eederal branch or ^ency if it is examined 

10 at least once m each calendar year; (2) any limitation or 

11 restriction based on the capital stock and surplus of a na- 

12 tional bank shall be deemed to refer, as applied to a Fed- 

13 eral branch or agency, to the dollar equivalent of the capital 

14 stock and surplus of the parent bank, and if the parent bank 

15 bas more than one Federal branch or agency the accounts of 

16 all such branches and agencies shall be aggregated in de- 

17 t«rmining compliance with the limitation; (3) a Federal 

18 branch or agency shall not be required to become a mem- 

19 her bank, as that term is defined in section 1 of the Fed- 

20 eral B«eerve Act; and (4) a Federal brandi or agency 

21 shall not be required to become an insured bank as that 

22 term is defined in section 3 (h) of the Federal Deposit In- 

23 surance Act. 

24 (c) In acting on any application to establish a Fed- 

25 eral branch or agency, the Comptroller ^lall take into ac- 
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1 count the effects of the proposal on competition in the 

2 domestic and foreign conuneree of the United States, the 

3 fiuandal and managerial resources and future prospects of 

4 the applicant foreign bank and the branch or agency, and 

5 the convenience and needs of the commnnity to be served. 

6 (d) Notwithstanding any other provision of this sec- 

7 tion, a foreign bank shall not engage in the business of 

8 receiving deposits or exercising fiduciary powers at any 

9 Federal agency. A foreign bank may, however, maintain 

10 at a Federal agency for the account of others credit balances 

11 incidental to, or arising out of, the exercise of its lawful 

12 powers. 

13 (e) No foreign bank may maintain both a Federal 

14 branch and a Federal agency in the same State. 

15 (f) Any branch or agency operated by a foreign bank 

16 in a State pursuant to State law and any commercial lend- 

17 ing company controlled by a foreign bank may be converted 

18 into a Federal branch or agency with the approval of the 

19 Comptroller. In the event of any conversion pursuant to 

20 this, subsection, ail of the habilities of such foreign bank 

21 previously payable at the State branch or agency, or all of 

22 the liabilities of the commercial lending company, shall 

23 thereafter be payable by such foreign bank at die branch or 

24 agency established underthis subsection. 

25 (g) (1) Upon the opening of a Federal branch or 
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1 agency in any State and tliereafter, a foreign bank, in addi- 

2 tion to any deposit requirements imposed under Beotion 

3 6(a) of the International Banking Act of 1976, shall keep 

4 on deposit, in accoi-dance with such rules and regulations as 

5 die Comptroller may prescribe, with a member bank deslg- 
G nated by such foreign bank, dollar deposits or investment 
7 securities of the typo that may be held by national banks 
S for tlieir own accounts pui-suant to paragraph "Seventh" of 
9 section 513G of the Revised Statutes, as amended, m an 

10 amount as hereinafter set forth. Such depository bank shall 

11 be located in the State where such branch or ^ency is 

12 located and shall be approved by the Comptroller it it is a 

13 national bank and by the Board of Governors of the Federal 

14 Reserve System if it is a State bank. 

15 (2) The aggi-egate amount of deposited investment 

16 securities (calculated on the basis of piincipal amount or 

17 market value, whichever is lower) and dollar deposits for 
Ig each branch or agency established and operating under tins 
29 section shall be not less than the gi-eater of ( 1 ) that amount 

20 of capital (but not surplus) which would be required of a 

21 national bank being organized at this location, or (2) 5 per 

22 centinn of the total liabilities of such branch or agency, in- 

23 eluding acceptances, but excluding (A) accrued expenses, 
24. and (B) amounts due and otiier liabilities to offices, brandies, 
25 agencies, and subsidiaries of such foreign bank. The Comp- 

H.R. 13876 2 
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1 trolier may require that the assets deposited pursuant to this 

2 subsection shall be maintained in such amounts as he may 

3 from time to time deem necessary or desirable, for the main- 

4 tenance of a sound financial condition, the protection of 

5 depositors, and the public interest, but such additional amount 
g shall in no event be greater than would be required to con- 

7 form to generally accepted banking practices as manifested 

8 by banks in the area in which the branch or agency is located. 

9 (3) The deposit shall be maintained with any such 

10 member bank pursuant to a deposit agreement in such form 

11 and containing such limitations and conditions as the Comp- 

12 trolier may prescribe. So long as it continues business in the 

13 ordinary course such foreign bank shall, however, be per- 

14 milled to collect income on the securities and funds so de- 

15 posited and from time to time exwniae and exchange such 

16 securities. 

17 (h) A foreign bank with a Federal branch or agency 

18 operating in any State may (1) with the prior approval of 

19 the Comptroller establish and operate additional branches 

20 or ageniues in the State in which such branch or agency is 

21 located on the same terms and conditions and subject to the 

22 same limitations and restrictions as are applicable to the 

23 establishment of branches by a national bank if the principal 

24 office of such national bank wore located at the same place 
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1 as tlie initial branch or E^ency ia such Stiite of such foreign 

2 lioiik and (2) change lUe <ll'!^igltation of it» initial branch 

3 or agency to any other Itraiicli or agency subject to the same 

4 limitadous and restrictions as are apphcable to a change in 

5 the designation of the principal office of a national bank if 

6 such principal ofiice were located at the same pUce as such 

7 initial branch or agency. 

8 (i) Authority to operate a Federal branch or agency 

9 shall terminate when the parent foreign bank voluntarily 

10 relinquishes it or when such parent foreign bank is dissolved 

11 or its author!^ or existence is otherwise terminated or cant- 

12 celed in the country of its organization. If (1) at any time 

13 the Comptroller is of the opinion or has reasonable cause 

14 to believe that such foreign bank has violated or failed to 

15 comply with any of the provisions of this section or any of 

16 the rules, regulations, or orders of the Comptroller made 

17 pursuant to this section, or (2) a conservator ia appointed 

18 for such foreign bank or a similar proceeding is initiated in 

19 the foreign bank's country of organization, the Comptroller 

20 shall have the power, after opportunity for hearing, to re- 

21 voke the foreign bank's authority to operate a Federal branch 

22 or agency. The Comptroller may, in his discretion, waive 

23 such opportunity for hearing if ho determines such waiver 
21 to be in the public interest. The Comptroller may restore 
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1 any such authority upon due proof of compliance with the 

2 proviuons of this section and the rules, regulations, or orders 

3 of the Comptroller made pursuant to this section. 

4 (j) Whenever the ComptroUer revokes a foreign bank'^ 

5 authority to operate a Federal branch or agency or when- 

6 ever any creditor of any such foreign hanh shall have ob- 

7 tained a judgment agmnst it arising out of a transaction -m& 

8 a Federal branch or agency in any court of record of the 

9 United States or any State of the United States and made 

10 apphcatioQ, accompanied by a certilicate from the clerk of 

11 the court stating that such judgment has been rendered and 

12 has remained unpaid for the space of thirty days, or when- 

13 ever tbe Comptroller shall become satisfied that such foreign 

14 bank is insolvent, he may, after due condderation of its 

15 affairs, m any such case, appoint a recover who shall take 

16 possession of all flie property and assets of such foreign 

17 bank in the United States and exercise the same rights, privl- 

18 leges, powers, and audiority with respect thereto as are now 

19 exercised by receivers of national banks appointed by the 

20 Comptroller. 

21 INTBHSTATB BANKINQ OPERATIONS 

22 Sec. 5. (a) Except as provided by subsection (b), no 

23 foreign bank may operate a branch, agency, commercial 

24 lending company subsidiary, or bank subsidiary ontside its 

25 home State unless (1) in the case of a Federal or Slate 
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1 branch, the State is one in which it could operate a branoh 

2 if it were a national hank located in its borne State, (2) ib 

3 the case of a State branch, agency, or oommercial lending 

4 company, it is approved by the regulatory anthori^ of the 

5 t^tatc in which such State branch, agency, or commercial 

6 lending company is to be operated, and (3) in the case of a 

7 I'ederal branch or agency, its operation ia not prohibited by 

8 the State in which it is to be operated, and (4) in the case 

9 uf a bank, its acquisition would be permissible imder section 

10 3 of the Bank Holding Company Act of 1956 if the foreign 

11 bank were a bank holding company the operations of whose 

12 banking subsidiaries were principally conducted in the for- 

13 eign bank's home State. 

14 (h) Unless its authority to do so is lawfully revoked 

15 odierwise than pursuant to this section, a foreign bank may 
Ig continue to operate, outside its home State, any branch, 

17 agency, or commercial lending company subsidiary, or bank 

18 subsidiary whose operation was lawfully commenced, or 

19 whose establishment had been approved by the appropriate 

20 State authority, prior to May 1, 1976. 

21 (c) For the purposes of this section, (he home State of 

22 a foreign bank — 

23 (1) which has no branch or subsidiary hank in the 

24 United States, but which has an agency or oommercial 

25 lending company ju one or more States, is ^oohever 
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1 of such States is determioed by election of the bank, 

2 or, in default of such election, by the Board of Gov- 

3 ernors of the Federal Reserve System. 

4 (2) which has a branch or subsidiary bank in one 

5 State only, is that State. 

6 (3) which has a brancli or subsidiary bank in more 

7 than one State, is whichever of such State is determined 

8 by election of the bank, or, in default of such election, 

9 by the Board of Governors of the Federal Keserve 
10 System. 

' 11 An initial election under this subsection shall be made by 

12 means of a written declaration filed with the Board of Gov- 

13 ernors of the Federal Reserve System not more than one 

14 year after the date of enactment of this Act by the foreign 

15 bank concerned. After the home State of a foreign bank has 

16 been determined pursuant to this subsection, it may be 

17 changed only by the Board of Governors of the Federal 

18 Reserve System, either upon the application of the bank, or 

19 upon its own motion, for cause shown. Any foreign bank 

20 that does not maintain a branch, agency, or commerdal lend- 

21 ing company subsidiary, or that is not a bank holding com- 

22 pany or a subsidiary thereof on the date of enactment of this 

23 Act, shall have its liomo State deemed to be the State in 

24 which it establishes it>< initial branch, agency, commercial 
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1 lending company subsidiary, or bank subsidiary (including 

2 any commercial lending company subsidiary or buik sub- 

3 sidiary acquired by a company of which it ia a subsidiary) 
i in the United States. 

5 ACCEPTANCE OF DEPOSITS 

6 Sec. 6. (a) No branch may accept deposits of United 

7 States citizens, residents, or businesses whose principal place 

8 of business is in the United States unlets the branch main- 

9 tfuns with the Federal Deposit Insurance Corporation a 

10 surety bond or pledge of assets. The amounts and types of 

11 such bonds and assets shall be determined under such rules 

12 as the Federal Deposit Insurance Corporation may prescribe 

13 for the purpose of protecting such deposits to the same extent 

14 and in the same amount that the deposits would be protected 

15 under the Federal Deposit Insurance Act if the branch were 

16 an insured bank under that Act. Liabilities to offices, 

17 branches, agencies, subsidiaries, and affiliat«s of a foreign 

18 bank shall not be treated as deposits in a branch of sach 

19 foreign bank for the purposes of this section. 

20 (b) This section does not apply to any hank organized 

21 under the laws of Puerto Rico, jior does it prohibit any 

22 branch or agency from maintaining credit balances for the 

23 account of customers incidental to, or arising out of, tht 
21 exercise of its lawful powers. 
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1 {c) With respect to branches in existence on the date 

2 of eoactmeat of tliis title, this section shall take effect Jana- 

3 «y 1,1977. 

4 AUTHOBITY OF FEDERAL BBSEBVE SYSTEM 

5 Sec. 7. (a) (1) Except as provided in paragraphs 

6 (2) and (3) of this subsection, subsections (a), (b), (c), 

7 (d), (f), (g), (i), (j), (k), and the second sentence of 

8 subsection (e) of section 19 of the Federal Reserve Act 

9 shall apply to every branch and agency of a foreign bank 

10 and every commerdal lending company controlled by one or 

11 more foreign banks or by one or more foreign companies 

12 that control a foreign bank in the same manner and to the 

13 same extent as if the branch, agency, or commercial len^ng 

14 company were a member bank as that term is defined in 

15 section 1 of the Federal Reserve Act; but the Board either 

16 by general or specific regulation or ruling may waive the 

17 minimum and maximum reserve ratios prescribed under sec- 

18 tioD 19 of the Federal Keserve Act and may prescribe any 

19 other ratio, not more than 22 per centum, for any obligation 

20 of any siich branch, agency, or commercial lending com- 

21 pany that the Board may deem reasonable and appropriate 

22 to eSecluate monetary policy objectives, taking into cousider- 

23 ation the character of business conducted by such InAtitn- 

24 tions and the need to maintain vigorous and fair competalion 

25 between and among such iostitutiooB and member banks. The 
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1 Board may impose reserve requirements on branches, agen- 

2 cies, and commercial lending companies in such graduated 

3 manner as it deems reasonable and appropriate. 

4 (2) A branch or agency shall be subject to this sub- 

5 section only if (A) its parent foreign bank has total world- 

6 wide consolidated bank assets in excess of $1,000,000,000; 

7 (B) its parent foreign bank is controlled by a foreign com- 

8 pany which owns or controls foreign banks that in the aggre- 

9 gate have total worldwide consolidated bank assets in excess 
10 of $1,000,000,000; or (0) its parent foreign bank is con- 
H trolled by a group of foreign companies tliat own or control 

12 foreign banks that in the aggregate have total worldwide 

13 consolidated bank assets in excess of $1,000,000,000. 

14 (3) -A commercial lending company shall be subject 

15 to this subsection only if it is controlled (A) by a foreign 
ig bank that has total worldwide consolidated bank assets in 

17 excess of $1,000,000,000; {B) by a group of foreign banks 

18 that, in the aggregate, have total worldwide consolidated 

19 bank assets in excess of $1,000,000,000; (0) by a foreign 

20 company that owns or controls a foreign bank or hanks that 

21 in the aggregate have total worldwide consolidated bank 

22 assets in excess of $1,000,000,000; or (D) by a group of 

23 foreign companies that own or control a foreign bank or 

24 banks that in the aggregate have total worldwide consoU- 

25 dated bank assets in excess of $1,000,000,000. 

H.R. 13876 3 
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1 (b) Section 13 of the Federal Eeserve Act is amended 

2 by adding at the end thereof the followiDg new paragraph : 

3 "Subject to such restrictdons, limitations, and regulations 

4 as may be imposed by the Board of Governors of the Fed- 

5 eral Reseive System, each Federal Reserve bank may re- 

6 ceive deposits from, discount paper endorsed by, and miike 

7 advances to any branch or agency of a foreign bank, and any 

8 commercial lending company in the same manner and t* the 

9 same extent that it may exercise such powers with respect 

10 to a member bank if such branch, agency, or commercial 

11 lending company is m&mtaining reserves with such Reserve 

12 bank pursuant to section 7 of the International Banking 

13 Act of 1976, In exercising any such powers with respect to 

14 any such branch agency, or commercial lending company 

15 each Federal Reserve bank shall give due regard to account 

16 balances being maintained by such branch, agency, or com- 

17 mercial lending company with such Reserve bank and the 

18 proportion of any such branch, agency, or commercial lending 

19 company's assets being held as reserves under section 7 of 

20 the International Banking Act of 1976. For the purposes of 

21 this paragraph, the terms "branch,' 'agency,' 'foreign bank,' 

22 and 'commercial lending company' shall have the same 

23 meanmgs assigned to them in section 1 of the International 

24 Banking Act of 1976.". 

25 (c) Each branch or agency of a foreign bank, other 



oy Google 



108 

1 than a Federal branch or agency, and each commercial lend- 

2 ing company controlled by one cfr more foreign banks or by 

3 one or more foreign companies that control a foreign bank, 

4 shall be subject to-(l) paragraphs 7, 8, and 20 and the 

5 reporting requirements of paragraph 6 of section 9 of the 

6 Federal Reserve Act (12 U.S.C. 325, 326, 335, and 324) , 

7 (2) subparagraph (a) of section 11 of the Federal Eeserve 

8 Act (12 U.8.C. 248(a)), and (3) paragraph (5) of seo- 

9 tion 21 of the Federal Keserve Act (12 U.S.O. 483) , to the 

10 same extent and in the same manner as if the branch, ^fency, 

11 or commercial lending company were a State member bank. 

12 In addition to any requirements imposed under section 4 of 
1^ this Act, each Federal branch and agency shall be subject 
1+ to subparagraph {a) of section 11 of the Federal Eeserve 

15 Act (12 r.S.O. 248 (a) ) and to paragraph 5 of section 21 

16 of the Federal Reser\'e Act (12 U.S.O. 483) to the same 
^"^ extent and in the same manner as if it were a member bank. 
1^ (d) Each branch or agency of a foreign bank established 

19 or operating pursuant to State law and each commercial 

20 lending company controlled by one or more foreign banks 

21 or by one or more foreign companies that control a foreign 

22 bank shall also be subject to such other duties, restrictions, 
-^ conditions, limitations, or civil penalties or liabilities appli- 
2* cable under the Federal Keser\-e Act to a State member 
25 hank, which the Board, by regulation or order, determines 
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1 appropriate to insure the safety and gooudness of banking 

2 operations, or to maintain competitive equality witli State 

3 member banks, or to otherwise carry out the purposes of 

4 this Act except that (1) the Board may make such exemp- 

5 tions or exceptions from such duties, restrictions, conditions, 

6 hmitations, or civil penalties or liabilities that it deems 

7 to be reasonable and appropriate in light of the different 

8 organizational structure or character of business conducted 

9 by such branches, agencies or commercial lending companies, 

10 and (2) any limitation or restriction based on the capital 

11 stock and surplus of a member bank shall be deemed to 

12 refer, as applied to a branch or agency, to the dollar equiv- 

13 alent of the capital stock and surplus of its parent foreign 
li hank, and if the parent foreign bank has more than one 

15 branch or agency the accounts of all such branches and 

16 agencies, including Federal branches and agencies, shall be 

17 aggregated in determining compliance with the limitation 

18 or restriction. 

19 (e) No foreign bank may, after the date of eiiactmeut 

20 of this Act« establish any branch or agency pursuant to State 

21 law and no foreign bank, group of foreign banks, or one or 

22 more foreign companies that control a foreign bank may 

23 acquire control of a commeroiel lending company without 

24 first obtaining approval of the Board of Governors of the 

25 Federal Keserve System. Whenever the Board receives an 
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1 application from any such foreign bank, group of foreign 

2 banks, or foreign companies to establish a branch or agency, 

3 or to control a commercial lending company, the Board shall 

4 send a copy to the Secretary of State, the Seeretaiy of the 

5 Treasury and the bank supervisory authority of the State 

6 where the branch or agency or commercial lending company 

7 is to be located and shall allow thirty days within which their 

8 views and recommendations may be submitted. In acting on 

9 any such application, the Board shall take into account the 

10 effects of the proposal on competition in the domestic and 

11 foreign commerce of the United States, the financial and 

12 managerial resources and future prospects of the applicant 

13 foreign hank, group of foreign banks, or one or more foreign 

14 companies and the branch, agency, or commercial lending 

15 company concerned, and the convenience and needs of the 

16 community to be served. 

17 NONBAHKING ACTIVITIES 

18 Sec. 8. (a) Except as otherwise provided in riiis sec- 

19 tion (1) any foreign bank that maintains a branch or 

20 agency in a State, (2) any foreign bank or foreign company 

21 controlling a foreign bank that controls a commercial Icnd- 

22 ing company organized under State law, and (3) any corn* 

23 pany of which any foreign bank or company referred to in 

24 { 1 ) and (2) is a subsidiary shall be subject to the provisions 

25 of the Bank Holding Company Act of 1956, and to sectionE 
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1 105 and 106 of the Bank Holding Corapany Act Amend- 

2 oients of 1970 in the same manner and to the same extent 

3 that bank holding companies are subject thereto, except that 

4 uny soch foreign bnnk or company shall not by reason of this 

5 subsection be deemed a bank holding company for purposes 

6 of section 3 of the Bank Holding Company Act of 1956, 

7 (b) After December 31, 1985, no foreign bank or oflier 

8 company to which subsection (a) applies on the date of 

9 enactment of this Act may retain direct or indirect owner- 

10 ship or control of any voting shares of any nonbanking 

11 company in the United States that it owned, controlled, or 

12 held with power to vote on the date of enactment of this 

13 Act or engage in any nonbanking activities in the United 

14 States in which it was engaged on such date unless author- 

15 ized by subsection (c) of this section or by the Board of 

16 Governors of the Federal Beserve System under section 4 

17 of the Bank Holding Company Act of 1956. 

18 (c) After December 31, 1985, notwithstanding the pro- 

19 hibitions of subsection (b) of this section, & foreign bank or 

20 other company: to which subsection (a) applies on ftie date 

21 of enactment of this Act may continue to engage in non- 
22 banking activities in the United States in which directly or 

23 through an affiliate it was lawfully engaged on December 3, 

24 1974 (or on a date subsequent to December 3, 1974, in the 

25 case of activities carried on as die result of the direct or 
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1 indirect acquisition, pursuant to a binding written contract 

2 entered into on or before December 3, 1974, of another 

3 company engaged in 9uch activities at the time of acquisition) 

4 and may retun direct of indirect ownership or control of any 

5 voting shares of any noubanking company diat it ( 1 ) owned, 

6 controlled, or held with power to vote on December 3, 1974 

7 (or on & date subsequent to December 3, 1974, if acquired 

8 by a written contract entered Into on or before such date) 

9 and (3) that does not engage in any activities other than 

10 those in which such foreign bank, company, or affiliate may 

11 engage by virtue o£ this subsection or section 4 of the Bank 

12 Holding Company Act of 1956; except that the Board by 

13 order, after opportunity for hearing, may terminate the 

14 authority conferred by this subsection (e) on any such 

15 foreign bank or company to engage directly or through an 

16 afGliate in any activity otherwise pennitted by this sab- 

17 section (c) if It determines, having due regard to the pur- 

18 poses of this Act and the Bank Holding Company Act of 

19 1956, that such action is necessary to prevent uudue con- 

20 centration of resources, decreased or unfair competition, 

21 conflicts of interest^ or unsound banking practices in the 

22 United States. Notwithstanding any exercise of the authority 

23 conferred upon the Board by this subsection (e) , in the case 

24 of any such foreign bank or company that engages directly 

25 or indirectly through an affiliate in the business of underwrit- 
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1 iug, distributing, or otherwise buying or selling stocks, bonds, 

2 and other geciiritics in the United States, such foreign bank 

3 or company may coutinuo to engage in such business in the 

4 United States to the extent not prohibited for national banks 

5 by paragraph Seventh of section 5136 of the Revised Stat- 

6 utes of tlie United States (12 U.8.C. 24) and, in addition, 

7 may continue to engage in the United States in the busmess of 

8 underwriting and distributing securities to the extent necessary 

9 to participate in customary and usual syndicate activities in 

10 the United States by the managing luiderwriters or other 

11 underwriters on behalf of all syndicate members in con* 

12 nection with underwritings of such securities so long as 

13 the individual spiling and distribution activities of any such 

14 foreign bank or company (whether direct or indirect through 

15 an affiliate) in connection with any such underwriting are 

16 confined to jurisdictions other than the United States. 

17 frothing in this subsection (c) shall be construed to au- 

18 thorize any foreign bank or company referred to in ibis 

19 subsection (c), or any affiliate thereof, to engage in' ao- 

20 tivities authorized by this subsection {c) through the acquisi- 

21 tion, pursuant to a contract entered into after December 3, 

22 1974, of any interest in or the assets of a going concern 

23 engaged in such activities. Aay foreign^ iwink or company 

24 that is authorized to engage m any activity pursuant tO; 

25 this subsection (e) but, as a residt of action of the Board, 
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1 is required to terminate Buch activity may retain the own- 

2 erahip of control of shares in any company carrying on such 

3 activity for a period of two years from the date on which 

4 its authority was so terminated by the Board, As used in 

5 this subsection, the term "affiliate" shall mean any com- 

6 pany more than 5 per centum of whose voting shares la 

7 directly or indirectly owned or controlled or held with power 

8 to vote by tlie specified foreign bank or company. 

g (d) Kothing in this section shall be construed to define 

10 a branch or agency of a foreign hank or a commercial lend- 

11 ing company controlled by a foreign bank or foreign com- 

12 pany that controls a foreign bank as a "bank" for the pur- 

13 poses of any provisions of the Bank Holding Company Ad 

14 of 1956, or section 105 of the Bank Holding Company Act 

15 Amendments of 1970, except that any such branch, agency 

16 or commercial lending company subsidiary shall be deemed 

17 a "bank" or "banking subsidiary", as the ease may be, for 

18 the purposes of applying the prohibitions of section 106 of 

19 the Bank Holding Company Act Amendments of 1970 and 

20 the exemptions provided in sections 4(c) (1), 4{c) (2), 

21 4 (c) (3) , and 4 (c) (4) of the Bank Holding Company Act 

22 011956 (12 U.8.C. 1843(c) (1), (2), (3), and (4)) to 

23 any foreign bank or other company to which subsection (a) 

24 applies. 
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J QUIDBLINSS FOB FOBBION BANK OPBKATIOSS 

2 Sec. 9. (a) The Secretai^- of the Treasiuy iu issuing 

3 guidelines under this suctiou, and the Federal regulator; 

4 Hgonoies in the administration of this Act, shall seek to 

5 adtieve a parity of treatment for foreign banks, branches, 

6 agencies, and commercial lending csompanies relative to their 

7 domestic counterpajis. It is the purpose of this Act to eatab- 

8 lish a basic statutory framework which, ^viug due consid- 

9 eration to the structure of our domestic monetary mechanisms 

10 and our national interests, will, to the extent practical, allow 

11 foreign banking institutions to have the same rights, duties 

12 and privileges and be subject to the same limitations, restrio- 

13 tions, or conditions ns our domestic banking institutions. It 
11 is the intent of the Congress that this Act shall establish a 

15 pattern for equitable treatment which State regulators may 

16 «dopt in their regulation of foreign banking institutions. 

17 (b) The Secretary of the Treasury shall issue guide- 

18 lines with respect to the banking operations 6l foreign banks, 

19 companies, and individuds in the United States, in order to 

20 assist Federal and State banking a^ncies in acting on eppli- 

21 cations by such foreign banks, companies, and individuals 

22 to estabhsh branches or agencies of foreign banks in any 

23 State or to acquire interests in banks, corporations organized 

24 under sections 25 or 25 (a) of the Federal Beserve Act, or 

25 commercial lending eompuiies organized under State law. 
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1 (c) In issuing guidelines under this section, the Secre- 

2 tary of the Treasuiy shaU endeavor to foster participation 

3 by foreign interests in international finnncial markets in the 

4 United States to the maxtmiun extent consistent with main- 

5 tenuice of fair and vigorous competition in such markets, 

6 and ^th intemationat economic policies of the United States, 

7 including policies relating to the balance of trade, the bal- 

8 ance of payments, the intemationd payments mechanism, 

9 and flie negotiation and implementation of reciprocal aj-- 

10 rangements with other countries to strengthen international 

11 trade. 

12 (d) Whenever the Comptroller of the Currency re- 

13 ceives an application to establish a national bank. Federal 

14 branch or agency, he shall send a copy to the Secretary of 

15 State, the Secretary of die Treasury, the Board of Governors 

16 of the Federrf Eeserve System, and the bank supervisory 

17 authority of the State where the bank, branch, or agency is 

18 to be located. He shall wait thirty days for such officials to 

19 submit their views before acting on the application. 

20 (e) Whenever a State bank supervisory authority re- 

21 ceives an application to establish a branch or agency of a 

22 foreign bank or to organize a bank or a commercial lending 

23 company that will be controlled by a foreign company or 

24 group of foreign companies, he shall transmit a copy of such 

25 application to the Secretary of the Treasury, the Secretary of 



oy Google 



117 

1 State, and the Board of Governors of the Federal Reserve 

2 System, and shall allow a thirty-day period within which 

3 their views and recommendations may be submitted. 

i (f) Whenever the Board of Governors of the Federal 

5 Keserve System receives an application from a foreign com- 

6 pany or group of foreign companies for approval under sec- 

7 tion 3 of the Bank Holding Company Act of 1956 (12 

8 U.S.C. 1842) or receives an application from a foreign bank 
under sections 25 or 25 (a) of the Federal Reserve Act and 

10 whenever the responsible Federal banking agency under the 

11 Bank Merger Act (12 U.S.C. 1828(c) ) receives an appli- 

12 cation nnder that Act involvmg a bank that is controlled by 

13 a foreign company or group of foreign companies, it shall 

14 biinsmit a copy of such application to the Secretary of the 

15 Treasiirj' and the Secretary of State and allow a tliirty-day 

16 period within which their views and recommendations may 
1*^ lie submitted. 

^^ is) (^) E^ery branch or agency of a foreign hank and 

19 every commercial lending company controlled by one or more 

20 foreign hanks or by one or more foreign companies that con- 

21 trol a foreign bank shall conduct its operations in the United 

22 States in full compliance wifli provisions of any law of the 

23 United States or any Stale diereof which — 

2* (A) prohibit discrimination against any individual 

25 or other person on the basis of the race, color, religion, 
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1 sex, or national origin of (i) such individual or other 

2 person or (ii) any officer, director, employee, or 

3 creditor of, or any owner of any interest in, such indi- 

4 vidnal or other person; and 

5 (B) apply to national banks or Statenjiartered 

6 banks doing business in the State in which such brmch 

7 or agency or commercial lending company, as the case 

8 may be, ie doing business. 

9 (2) Notwithstanding any other provision of law, no ap- 

10 plication for a branch or agency under tliis Act shall be 

11 approved by the Comptroller and no application referred to 

12 in subsection (d), (e), or (f) of this sectioa shall be 

13 approved by the Comptroller, the Board of Governors of 
24 tiie Federal Beserve System, or a State bank supervisory 
j5 authority, as the case may be, unless the entity making the 
16 application has agreed to conduct all of its operations in tihe 
;17 United States in full compliance with provisions of any 
1ft law of the United States or any State thereof which — 

19 (A) prohibit discrimination against individuab or 

20 other persons on the basis of the race, color, religion, 

21 sex, or national origin oi (i) such mdividual or 9ther 

22 person or (ii) any officer, director, employee, or creditor 

23 of, or any owner of any interest in, such individual or 

24 other person; and 

25 (B) apply to national banks or State-chartered 
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1 banks doing Ituemess in the State in which the en^ty 

2 to he established is to do business. 

3 BEPRESENTATTVE OFFICES 

4 Sec. 10. (a) Any foreign bank that maintmns an office 

5 other than a branch or agency in any State shall register 

6 with the Secretary of the Treasury in accordance with 

7 rules prescribed by him, within one hundred and eighty days 

8 after the date of enactment of this Act or the date on which 

9 the office is established, whichever is later, 

10 (bj This Act does not authorize the establishment of 

11 any such office in any Slate in contravention of State law. 

12 CBASE-ASD-DESIST 0EDEE8 

13 Sec. U. Subsection (b) of section 8 of the Federal 

14 Deposit Insurance Act (12 U.S.C. 1818(b)) is amended 

15 by adding at the end thereof the following new paragraphs : 

16 "(4) This subsection and subsections (c), (d), (h), 
i-^ (i), (k), (1), (m) , and (n) of this sectjon shall apply to 

18 any branch, agency, and any commercial lending company 

19 controlled by one or more foreign banks or by one or 

20 more foreign companies that control a foreign bank, 

21 as those terms are defined in the International Bank- 

22 ing Act of 1976, in the same manner as they apply to an 

23 insured bank, and for that purpose the appropriate Federal 

24 banking agency shall be the Comptroller of the Currency 
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1 with respect to a Federal branch or f^ncy of a foreign 

2 bank and the Board of Governors of the Federal Beserre 

3 System with respect to a branch, agency, or commerdal 

4 lending company subsidiary operating pursuant to State 

5 law. 

G "(5) This subsection and subsections (c), (d), (h), 

7 (i), (k), (1), (m), and (n) of this section shall apply 

8 to any foreign bank or company to which subsection (a) 

9 of section 8 of the International Banking Act of 1976 

10 applies and to any subsidiary (other than a bank) of any 

11 sudt foreign bank or company in tiie same manner as they 

12 apply to a bank holding company and any subsidiary there- 

13 of (other than a bank) under subparagraph (3) of this sub- 

14 section. For the purposes of this subparagraph, the term 

15 'subsidiary' shall have the meaning assigned to It in section 2 

16 of the Bank Holding Company Act of 1956.". 

17 KEGULATION AND ENFORCEMENT 

18 Sec. 12. (a) The Comptroller, the Board, and the 

19 Secretary of tiie Treasury are authorized and empowered to 

20 issue such rules, regulations, and orders as each of them may 

21 deem necessary in order to perform their respective duties 

22 and functions under this Act and to admmister and ciwTy 

23 out the provisions and purposes of this Act and prevent 

24 evasions thereof. 
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1 (b) Compliance with the requirements imposed under 

2 this Act shall be enforced mider section 8 of the Federal 

3 Deposit Insurance Act by the appropriate Federal bank- 

4 ing agency as defined in fliat Act. 

Passed the House of Kepresentatives July 29, 1976. 
Attest: EDMUND L. HENSHAW, JE., 

Ckrk. 
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Mth C0NQBBB8 ) HOUSE OF EEPEESENTATIVES t EiPOKr 

M Session X \ No. 94-1193 



INTERNATIONAL BANKING ACT OF 1976 



Mat 20, 1B76.— Committed to the Committee of tbe Whoie House on tbe State 
of the Union and ordered to be printed 



Mr. Rettss, from the Committee on Banking, Currency and Housing, 
submitted the following 

REPORT 

together with 

ADDITIONAL AND DISSENTING VIEWS 

[To aocompony H.B. 13876] 

The Committee on Banking, Currencjy and Housing, to whom was 
referred the bill (H.K, 13876) to provide for Federal regulation of 
participation by foreign banks in domestic financial markets, having 
considered the same, report favorably thereon with amendments and 
recommend that the bill as amended do pass. 

The amendments are as follows: (page and line numbers refer to 
the bill as introduced) : 

Page 4, line 21, strike "subparagraph {a) of the fifth", and insert 
in lieu thereof "the sixth". 

Page 5, line 1, strike "ninth" and insert in lieu thereof "twelfth". 

Page 5, line 6, strike "tenth" and insert in lieu thereof "thirteenth". 

Page 10, line 21. immediately after "A foreign bank" insert "with 
a Federal branch" and strike "with a Federal branch" after "or 



agency". 

Page 13, line 8, insert "and" after "operated," and strike "or" after 
«(3)'^ 

Page 13, line 9, strike "laws of a". 

Page 22, line 8, insert "by reason of this subsection" after "company 
shall not". 

Page 23, line 16, strike "1956, as amended ;" and insert in lien thereof 
*'1956;». 

Page 24, line 12, strike " 'investment securities' as" and all of lines 
13 and 14 and insert in lieu thereof "securities". 

Page 30, line 21, strike "this" and insert in lieu thereof "that". 

HiSTOHT OF THE LEGISLATION 

The substance of H-R. 13876 was introduced on April IS, 1976, ss 
HJL 13211 after three weeks of hearings in December 1976 Kod Jana* 
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ary 1976, and additional hearings in March 1976, on a financial re- 
form bill which incorporated the substance of this bill. The Subcom- 
mittee on Financial Institutions Supervision, Regulation and Insur- 
ance met on May 12 and 17, 1976, and by a vote of 14 to 1 reported the 
bill to the full Committee. The Committee met in executive session 
on May 20, 1976, and by a vote of 29 to 3 ordered tlie bill favorably 
reported. 

SuMMART OP THE BiLL 

The bill incorporates two principal policy objectives. The first ob- 
jective is to provide a system of Federal regulation of foreign banking 
activities. Federal regulation is needed in view of the impact of forei^ 
banking institutions on domestic financial markets and tlie domestic 
and foreign commerce of the United States, and because most foreign 
Imnks operate in the United States in more than one state. The second 
objective is to provide to the extent possible or appropriate equal treat- 
ment for foreign and domestic banks operating in the United States. 
The second goal is closely related to the first in that the absence of a 
framework for federal regulation of branches and agencies of foreign 
banks has created competitive advantages for foreign banks, while 
requirements in the National Bank Act and the Edge Act that boards 
of directors of tiiese institutions be U,S. citizens has created a com- 
petitive disadvantage of foreign banks by closing two important char- 
tering options. 

In providing a Federal regulatory framework for foreign hanks, the 
Committee has taken into account the fact that virtually all foreign 
bank operations currently are chartered and regulated by states. All 
but a very small number of domestic banks are subject to both Federal 
and state regulation because they are insured. But FDIC insurance has 
not been available to branches of foreign banks because these offices 
■are part of the parent bank network which is beyond the scope of regu- 
lation and examination by the Federal Deposit Insurance Corporation. 
As a result, foreign banks can engage in the business of banking in 
more than one stat« without being subject to Federal laws and regula- 
tions which govern almost all U.S. banks. 

. The activities of foreign banks engaged in multistate operations are 
■often interrelated and require a better coordination of regulation and 
supervision than is currently provided by the several state regulatory 
authorities acting separately. The choice of the Federal Reserve Sys- 
tem as the Federal regulator appears to offer several advantages. The 
Federal Reserve already shares regulatory jurisdiction with state 
authorities over state member banks and operates within « regulatory 
■framework which takes this dual jurisdiction into account. Thus, it 
would not be necessary to require conversions from state to federal 
charters or to undermine the state regulatory function. Concurrent 
regulation by both the Federal Reserve Board and the states would 
achieve th& objective without disrupting the current system. 

The choice of the Fedei-al Reserve Board as Federal regulator also 
takes advantage of an existing regulatory framework for international 
bankmg and expertise in thi.s area. The Board approves and regulates 
overseas branches of member banks and their Edge Act subsidiaries. 
As regulator of bank holding companies, it already has jurisdiction in 
■approving the establishment of aubeidiaries of foreign banks. 
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IWTiUe recognizing that current regulation of foreign banks ia in the 
liands of the states and providing a framework which will allow th^ 
to continue, the bill also provides the option of Federal chartering.- 
E«quirements in the National Bank Act and Edge Act are liberalized 
or waived to permit non-U.S, citizens to serve as directors of national 
banks and Edge Act corporations. In addition, the Comptroller is au- 
thorized to charter Federal branches and agencies of foreign bank& 
which will be regulated and supervised like national banks to th» 
extent appropriate. 

The bill provides a substitute for deposit insurance. While extending 
FDIC insurance coverage to branches of foi-eign banks does not ap- 
pear appropriate, there is a need to guarantee domestic deposits in 
tliese offices up to the amount of the guarantee for deposits in domestic 
banks and remove the competitive advantage enjoyed by foreign banks 
not required to pay insurance premiums. However, the bill takes into 
account differences in the nature of operations of branches of foreigu 
banks. It does limit insurance to domestic deposits and provides that 
the FDIC administer the program separate from the domestic insur»- 
ance fund. 

Since 1970, U.S. banks have been required to maintain reserves 
against borrowings bj domesti(ioffit;es from foreign branches. Branches 
and agencies of foreign banks <jift&in the y^lk-*(yE'th?ir liabilities from 
their foreign parents out are not required to maintain reserves against 
these liabilities with the Federal Keserve Board. This can proviife cost 
advantages for foreign banks who lend to the same lai^, corporate 
customers as do large Federal Reser\'e member banks. And, as a result, 
domestic monetary policy has less influence on the lending activities of 
foreign banks than on those of domestic banks. Giien the volatile 
nature of flows of funds to and from foreign sources through branches 
and agencies of foreign banks and the fact that almost 10 percent of 
all commercial and industrial loans by banks in the United States are 
made by foreign banks, the absence of direct influence on their ac- 
tivities may undermine the effectiveness of monetary policy. Finally, 
no other country allows foreign banks within its bordera to engage 
in banking activities in its domestic currency outside the influence of 
the monetary authority. 

For these reasons, the bill authorizes the Federal Reserve Board to 
impose reserve requirements on any and all liabilities of foreign tmnk: 
branches, agencies and commercial lending companies to the extent 
reasonable and appropriate to effectuate monetary policy objectives 
and to maintain fair and vigorous competition between and among 
these institutions and member banks. Offices of foreign banks whii^ 
control less than $1 billion of banking assets worldwide are exempt 
since they do not usually compete in the same banking markets as do- 
member banks. 

The National Bank Act prohibits national banks from branching- 
outside the state in which their home offices are located and this pro- 
hibition applies to state member banks as well. State legislatures can 
pass laws allowing intei-state branching by non-member banks but, to- 
date, few states have contemplated such action and most of the banks 
which would be affected are too small to establisli significant interstate 
operations. As the attached table 1 indicates, foreign hanks do have 
significant multistate operations because their branches are not defined 
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as state banks by states or subject to Federal laws prohibiting inteiv 
state branching. Therefore, unlike domestic banks, foreign banks can 
accept domestic deposits in more than one state. This is a decisive 
advantage in that lending outside the home state can be funded with 
local deposits rather than by diverting funds from the home office. 
This provides enhanced opportunities for growth. 

Following earlier le^slative precedents against requiring divesti- 
tures of banking operations, the oill grandfathers existing inter-stat© 
banking activities. But it prohibits the establishment of new branches 
outside the home state unless national banks (and, therefore, state 
member banks) are allowed to engage in interstate branching. The 
home state of a foreign bank is defined as the state in which it accepts 
deposits. If it does not accept deposits, that is, if it has no branches or 
banking subsidiary and its activities are limited to operations per- 
missible for agencies and commercial lending companies, then it may 
choose its home state from among those in which it conducts such op- 
erations. The intent is to restrict me acceptance of deposits to one state. 
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Secubities Bubiness 

This bill addresses the fundamental issue of the extent to which for- 
eign banks should be permitted to continue to engage in the securities 
business in this country. It is perceived that foreignbanks or their 
subsidiaries which engage in the securities business in this country 
hove engaged in a busmess area in which our domestic banks are pro- 
hibited from entering. The Glass-Steagall Act was enacted for the 
purpose of separating commercial banking from investment banking, 
in part to insulate commercial banking from the risla involved in 
investment banking, and in part to remove the temptation to use the 
power of one line of business to cover mistakes or negligence in the 
conduct of the other. A domestic bank is clearly prohibited from act- 
ing as a dealer, i.e., acting as principal for its own account in a se- 
curities transaction and from acting, in any sense, as an underwriter 
for an offering of securities, other than certain government obliga- 
tions. It is recognized that, at present, the ability of domestic banks 
to act as a broker or agent for a third party in a securities transaction 
is accepted administratively and judicially. The Committee does not 
wish to comment on this matter except to note that the practice exists. 

Competition is healthy and we seek to preserve that competition 
between domestic and foreign banks. Nevertheless, we believe that 
foreign banks and their subsidiaries which engage in the securities 
business in this country have an unfair competitive advantage over 
our domestic banks. This bill grandfathers all non-banking activities 
in existence prior to December 3, 1974, except securities activities of 
foreign banks in the United States, Accordingly, this bill would pro- 
hibit, after December 13, 1985, any foreign bank or subsidiary thereof 
that was engaged in a securities activity on or before December 3, 1974, 
from engaging in any securities activities that national banks are 
prohibited from doing except that foreign banks may continue ind^- 
nitely to engage in the business of underwriting all securities and any 
such activities that are effected on behalf of all participants in tiie 
underwriting syndicate. Foreign banks, after 1985, may, of course, 
continue to see and distribute securities outside this country. The 
current extent of securities activities by foreign bajiks is riiown in 
Table 2. 

It appears that a compromise solution to a very difficult issue has 
been achieved in this bill. While it has been argued that to disallow 
a foreign subsidiary from selling and distributing securities in this 
country's capital markets is to effectively discourage the subsidiary's 
participation in underwriting activities as well, no clear evidence was 
presented in support of this assertion. 
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In recognition of the duality of our banking system, the bill re- 
quires the Comptroller of the Currency, upon receipt of an application 
to establish a national bank, to send a copy to the bank supervisor of 
the state wherein the bank, branch or agency is to be located, as .well 
as to the Secretaries of State and Treasury and to the Federal Re- 
serve System. Likewise, the state authority, upon receipt of an appli- 
cation to establish a foreign bank, branch or agency within that state, 
is required to send a copy to the identical Federal authorities as is the 
ComptroEer. Both the domptroUer and the state authority shall wait 
a 30-day period in order for those notified parties to express their 
views on such application. Nothing in this bill, however, gives the 
Comptroller or the state authority veto power over an application re- 
ceived by the other entity. 

We acknowledge that many, if not all, foreign bante which are en- 
gaged in business in this country, particularly those which engage in 
deposit-taking from XJ.S. citizens, abide voluntarily vfith the rules and 
regulations that govern our domestic banks. We hold that the principle 
of non-discrimination on the basis of religion, race, creed, national 
origin or sex should be applied to foreign banks doing business in this 
country and underscore the avoidance m fact of discriminatory prac- 
tices by all banks doing business in this country. 

The Secretary of the Treasury is required to promulgate the guide- 
lines pursuant to this bill. Such guidelines, while keeping in mind the 
interest to achieve a parity of treatment for foreign baruKS relative to 
domestic banks, shall endeavor to "foster participation by foreign in- 
terests in international financial markets in the United States . . . con- 
sistent with maintaining fair competition. It is the intent of this bill, 
not to reduce the relative rights of foreign banks, but to expressly en- 
courage their continued vigorous activity in this country. Section 9(a) 
clearly seta forth this intents 

As stated above, the objectives of this legislation are to provide Fed- 
eral regulation of foreign banks and to insure equal treatment for for- 
eign and domestic banks operating in the United States. But there is 
recognition of the fact that the same regulatory structure for foreign 
and domestic banks will not result in equal treatment and that discre- 
tion is needed to devise a regulatory framework which is appropriate to 
the actual operations and status of foreign banking institutions. The 
intent of the bill is to ensure that foreign banking activities in the 
United States conform more closely to activities permissible for domes- 
tic banks without dismantling or disrupting existing operations more 
than necessary to meet the objective. Resolutions involving the more 
controversial issues — interstate branching, the commingling of com- 
mercial and investment banking activities and the imposition of com- 
pulsory Federal Reserve requirements — should he viewed only as ef- 
forts to deal with special situations related to the unique status or op- 
erations of foreign ban^. There is no intent to use the legislation as 
a means for setting precedents or policies affecting the doMestic bant- 
ing system. 

NONDISCHIMINATIOK 

During the consideration of section 7 of the bill }yy your Committee, 
an amendment was offered by Mr. Blanchard which would have re- 
.quired an affirmative agreement by the applicant for approval of any 
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domestic operation by a foreign bank that the applicant would refrain 
from and prohibit discrimination on the basis of religion, race, na- 
tional origin or sex. By an evenly divided vote, the amendment was not 
agreed to. 

The princpal argument advanced by those Committee members who 
opposed the Blanchard amendment was the absence of any similar 
specific statutory requirement on domestic banks. In its deliberations, 
the Committee reaffirms the nondiscriminatory policy stated in section 
3(5) of the Export Administration Act of 1969 (50U.S.C. App. 2402 
(5) ) , and notes with approval the actions taken by the Federal bank- 
ing regulatory authorities to prohibit domestic banks from engaging 
in precisely the type of discrimination described in the proposed 
amendment. Such action can and should be taken under the Civil 
Bights Act and under the Constitution in implementation of the agen- 
cies' general regulatory and supervisory authority over the banking 
industry. Section 9(a) of the bill makes it clear that any foreiaii insti- 
tution seeking to do business in this country must abide by tne same 
rules as its domestic competitors. Your Committee expects alert and 
rigorous enforcement by Imnking regulatory agencies of both the spirit 
and letter of relevant regulations and will ^ve prompt cwisideration 
to the need for additional legislative authority, applicable to all bank- 
ing institutions, domestic as well as foreign, should there be evidence 
orlaxity or a capricious abuse of agency discretion. 

Statements Keqitired in AccORnANCE With House Ruij:8 

In accordance with clauses 2(1) (2) (B), 2(1) (3), and 2(1) (4) of 
Knle XI and clause 7(a) of Rule XIII of the Rules of the House of 
Representatives, the following statements are made : 

Committee Vote (Rule XI, clause 2(1) (2) (B)): H.R. 1387R was 
reported out of Committee by a rollcall vote on May 20, 1976, with 29 
votes cast for and 3 votes cast against reporting the bill. 

Oversight Findings (Rule XI, clause 2(1) (3) (A) and Rule X. 
clause 2(b)(1)) : The Committee has held hearings on the subject 
matter contained in H.R, 13876 and based upon the evidence presented 
concludes that the provisions of H.R. 13876, as amended, are nece.ssary 
to provide for Federal regulation of participation by foreign banks in 
domestic financial markets. 

Estimate of Costs to be Incurred (Rule XIII, clause 7(a)) : The 
Committee estimates that enactment of H.R. 13876 will result in no 
additional budgetary expenditures. 

Congressional Budget Office: No estimate or comparison has been 
prepared by the Director of the Congressional Budget Office relative 
to the provisions of H.R. 13876. 

Inflationary Impact Statement (Rule XI, clause 2(1) (4)): The 
Committee has concluded that the enactment of H.R. 13876 will not 
result in any inflationary impact on prices and costs in the operation of 
the national economy. 

Detailed Analtbis of the Bui. 

Section 1. Short title and defimtiont 

Secti<Hi 1(a) provides that the bill may be cited as the "Interna- 
tional Banking Act of 1976". 
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Section 1(b) (1) defines an "agency" as "any office or any place of 
business o£ a foreign bank located in any State of the United States 
at which credit balances are maintained incidental to or arising out 
of the exercise of commercial banking powers, checks are paid or 
money is lent but at which deposits may not be accepted from citizens 
or residents of the United States"'. It is thus distmguished from a 
"braJich". defined in paragraph ^3) of this subsection as "any office 
or any place of business of a foreign bank located in any State of the 
United States at which deposits are received and checks are paid or 
money is lent," 

Paragraphs (5) and (6) define "Federal agency" and "Federal 
branch" respectively as an agency or branch of a foreign bank estab- 
lished and operating under section 4, which provides criteria and au- 
thority for approval by the Comptroller of the Currency. 
Paragraph (7) defines "foreign bank" as— 
any institution that ^1) is organized under the laws of a 
foreign country, a territory of the United States, Puerto Kico, 
Guam, American Samoa, or the Virgin Islands, and (2) either 
(A) principally conducts its banking business outside the 
United States or (B) is a subsidiary, as that term is defined 
in the Bank Holding Company Act of 1956, of any institu- 
tion which, on a consolidated basis, principally conducts its 
banking business outside the United States, For the purposes 
of this Act, the teim "foreign bank" includes, without limita- 
tion, foreign commercial banks, foreign merchant banks and 
other foreign institutions that engage in banking activities 
usual in connection with the business of banking in the coun- 
tries where such foreign institutions are organized or 
operating. 
Paragraph (8) defines "foreign country" as "any country other tlian 
the United States, [including] any colony, dependency, or possession 
of any such country," 

Paragraph (9) defines "commercial lending company" as "any insti- 
tution, other than a bank or an organization operating under section 
25 of the Federal Reserve Act, organized under the laws of any State 
of the United States or the District of Columbia which maintains 
credit balances incidental to or arising out of the exercise of commer- 
cial banking powers and engages in the business of making commercial 
loans". This definition is intended to cover so-called "investment com- 
panies" which are foreign bank subsidiaries chartered under New 
York State law. Because the term "investment company" has mean- 
ings under Federal tax and securities laws which are different from 
the meaning defined in paragraph (9), the term commercial lending 
company was chosen to avoid confusion. 

Paragraph (10) defines "State" as "any State of the United States 
or the District of Columbia", 
Paragraph (11) provides that — 
the terms "bank", "bank holding company", "company", 
"control", and "subsidiary" as used in this Act shall have me 
same meanings assigned to those terms in the Bank Holding 
Company Act of 1956, and the terms "controlled" and "con- 
trolling" as used in this Act shall be construed consistently 
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with the term "control" &s defined in section 2 of the Bank 
Holding Company Act of 19K6. 
Paragraphs (2) and (4) identify "Board" and "Comptroller" as 
the Board of Governors of the Federal Reserve System and the Comp- 
troller of the Currency, respectively. 
Section 2, Establishment of Tiational hanks 

The Comptroller of the Currency is authorized to waive the require- 
ment of the National Bank Act that all directors of a national bank be 
United States citizens and require that only a majority of the direc- 
tors be United States citizens when the bank is controlled by a foreign 
bank. 
Section 3. Edge Corporation 

Subsection (a) of this section amends the requirement that all of 
the directors of so-called Edge Act Corporations be United States 
Citizens. Read literally, the amendment applies to all such corpora- 
tions, regardless of whether or not there is any foreign bank involve- 
ment, but your Committee expects the Board to exercise its adminis- 
trative authority to carry out the intent of the amendment, which is to 
accommodate the reasonable needs of foreign banking institutions 
rather than to abandon the long standing poucy that Edge Act sub- 
sidiaries of American banks be American citizens. 

The sixth paragraph of section 25(a) of the Federal Reserve Act 
(12 U.S.C. 615(a)) prohibits Edge Act Corporations from issuing de- 
bentures, bonds, and promissory notes in an aggregate amount ex- 
ceeding ten times their capital stock and surplus. Section 3(b) of the 
bill amends this provision to permit tliis limit to be pxcceded with the 
approval of the Board of Governors of the Federal Reserve System. A 
similar limitation in the twelfth paragraph of section 25(a) of the 
Federal Reserve Act (12 U.S.C. 61S) is similarly amended by subsec- 
tion (c) of this bill. 

The thirteenth paragraph of section 25(a) of the Federal Reserve 
Act (12 U.S.C. 619), as presently in effect, requires that a majority 
of the stock of Edge Act Corporations must at all times be owned by 
citizens of the United States or by domestic corporationg controlled "ay 
United States citizens. Section 3(d) of the bill authorizes the Federal 
Reserve Board to permit a majority of the shares of such corporations 
to be held by foreign banks or their subsidiaries. 

In this section and elsewhere in the bill, references to paragraphs 
of the Federal Reserve Act refer to such paragraphs as designed in 
the compilation of the Federal Reserve Act as amended through 1974 
compiled under the direction of the Board of Governors of the Fed- 
eral Reserve System in its legal division. 
Sefttion i. Federal branches and agencies 

Subsection fal provides that the Comptroller is authorized to ap- 
prove the establishment of a Federal branch or agency by a foreign 
bank in a state where it is not already operating a branch or agency 
under state law and where state law does not prohibit the establish- 
ment of a foreiart branch or arrency. As a practical'matter, this subsec- 
tion, read in coniunction with section 5 of the hill, means that new 
branches cannot be established ontside the "home state" of a foreign 
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bank, but that foreign banks will have the same rights to establish 
agencies outside their home state as do domestic banks. 

Subsection (b) provides that a foreign bank establishing and oper- 
ating a Federal branch or agency shall be subject to rules and regula- 
tions which the Comptroller considers appropriate to carry out the 
purposes of the section, including the maintenance of branch and 
agency accounts separate from those of the parent bank. Branch and 
agency operations shall be subject to the same rights and privileges as 
a national bank except that a Federal branch or agency need be ex- 
amined only once in a calendar year, and limitations and restrictions 
based on capital will refer to the capital of the parent bank. Although 
branches and agencies are not required to become formal members of 
the Federal Eeserve System or to obtain FDIC insurance, other pro- 
visions of the bill provide for the maintenance of reserves against de- 
posits as well as protection for depositors in tlie form of deposits of 
cash or securities with other banlra approved by the Comptroller or 
the Federal Reserve Board, 

Subsection (c) provides that the criteria for approval of Federal 
branches and agencies shall include the financial and managerial re^ 
sources and prospects of the applicant foreign bank and branch, tha 
convenience and needs of the community, and the effects on competi- 
tion in tiie domestic and foreign commerce of the United States. 

Subsection (d) permits a Federal agency to accept credit balances, 
but prohibits the acceptance of deposits and the exercise of fiduciary 
powers by Federal agencies. Such agencies may thus perform functions 
similar to those of the out-of-state loan production offices maintained 
by large domestic national banks. 

Subsection (e) prohibits the maintenance of both a Federal branch 
and a Federal agency in the same State. 

Subsection (f) permits a branch, agency or commercial lending 
company operated by a foreign bank in a state pursuant to state law 
to convert to a Federal branch or agency with the approval of the 
Comptroller. 

Subsection (g) requires that Federal branches and agencies depofflt 
funds or investment securities with a member bank in such an amount 
as to meet standards applicable to national banks with respect to capi- 
tal requirements or, at tne discretion of the Comptroller, to assure the 
financial soundness of the institution. 

Subsection (h) makes clear that a foreign bank establishing Fed- 
eral branches and agencies within a state would have the same rights 
to increase its offices as a national bank in that state. 

Subsection (i) permits the Comptroller to revoke a foreign bank*s 
authority to operate a Federal branch or agency after a conservator is 
appointed for a foreign bank or a similar proceeding is instituted in 
the foreign bank's country of organization. 

Subsection (j) authorizes the Comptroller to appoint a receiver 
when the authority of the branch or agency to operate has beea 
revoked. 
Sections. Interstate hanking operations 

Subsection (a) prohibits interstate branching by foreiffn banks un- 
less national banks are accorded the same privilege. The ^reign banks 
which compete in the American market are invariable of such gte&t 
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size that, if they were headquartered in the United States, practical 
considerations would compel them to be members of the Federal Re- 
serve System. If membersnip were achieved by way of a national banlc 
charter, the National Banking Act would directly prohibit them from 
establishing branches outside their home state (section 5155 of the Re- 
vised Statutes, 12 U.S.C. 36). If they were state-chartered member 
banks, the third paragraph of section 9 of the Federal Reserve Act 
(12 U.S.C 321) would impose upon them the same prohibition against 
interstate branching as is applicable to national banks. While existing 
law does technically permit interstate branching by nonmember in- 
sured banks if permitted by state law, such banks are not in a com- 
petitive class with foreign banks operating^ in the United States, and 
the extension of this privilege to huge foreign enterprises while with- 
holding it from their American competitors would clearly be 
inpquitable. 

This subsection further provides that agency or commercial lending 
company operations outside the home state elected by a foreign bank 
i-equire the approval of the state in which it desires to operate. In 
states where branches and agencies of foreign banks are prohibited, 
Federal cliarters cannot he issued. 

Under subsection (b), multistate operations of foreign banks estab- 
lished or approved before May 1, 1976, are permanently grand- 
fathered. 

Subsection (c) sets forth the rules for determining the home state 
of a foreign bank. If it has deposit-taking operations (that is, a 
branch or a subsidiary bank) in only one state, that state is its home 
st-ate. If it has deposit-taking operations in more than one state, it 
may elect its home state, but only from among those states in which 
it has such operations. If it has no deposit-takmg operations, then it 
may choose as its home state any state in which it has an agency or a 
commercial lending company subsidiary. 

For good cause shown, the Board of Grovemors of the Federal 
Reserve System may require or approve a change in the home state 
of a foreign bank. 
Section 6. Accepiance of deposits 

Subsection (a) requires that any foreign branch which accepts de- 
posits of United States citizens, residents, or businesses whose princi- 
pal place of business is in the United States must maintain with the 
FDIC a surety bond or pledge of assets in amounts determined by the 
FDIC for the purpose of protecting such deposits to the same extent 
and in the same amount that they would be protected in an insured 

bank. , i. • , \ 

■ Subsection (b) exempts from the requirements of subsection (a) 
banks organized under the laws of Puerto Rico and makes clear that 
a branch or agency may maintain credit balances for customers re- 
lated to banking transactions. _ . , 

Subsection (c) provides that the effective date of this section is 
January 1, 1977. 
Section 7. Authority of the Federal Reserve System 

Subsection (a) authorizes the Federal Reserve Board to make 
branches and agencies and commercial lending companies controlled 
by foreign banks subject to reserve requirranents and interest rate 



oy Google 



controls imposed on Federal Keserve member banks. The authoriza- 
tion permits the Federal Reserve Board to impose such requirements 
in any way which it deems reasonable and appropriate to obtain 
monetary policy objectives and maintain fair comi)«tition. Foreign 
bank offices are not subject to reserve requirements if the worldwide 
banking assets of the parent do not exceed $1 billion. 

Under subsection (b), the Federal Reserve Board is granted the 
autliority to prescribe riiles and regulations permitting access of for- 
eign branches, agencies and commercial lending companies to the clear- 
ing, discount and advance facilities of the federal Reserve system, 
and limiting access to the discoimt window in relation to the size of 
account balances maintained as reserves. 

Subsection (c) imposes the same reporting and examination re- 
quirements on branches, agencies and commercial lending companies 
chartered under State law as are imposed on State member banks of 
the Federal Reserve System. 

Subsection (d) authorizes the Federal Reserve Board to impose 
appi'opriate regulatory requirements on state-chartered branches, 
agencies and commei-cial lending companies consistent with those im- 
posed under tlie Fedeial Reserve Act on State member banks, except 
that liniitations and i-estrictious based on capital will refer to the 
capital of the parent bank. 

Subsection (e) provides that the Federal Reserve Board must ap- 
jjrove the establishment of any branch, agency or commercial lending 
company pursuant to state law, provides a 30-day waiting period for 
acting on such applications, and establishes the same criteria for 
approval that are remiii-ed to be used by the Comptroller of the Cur- 
rency in approving Federal branches and agencies. 
Seofion 8. Nonbanking activitiet 

Subsection (a) of this section applies, with the exceptions and quali- 
fieations noted below, the restrictions of the Bank Holding Company 
Act of 1956 to the nonbanking operations in the United States of for- 
eign banks which control branches, agencies, or commercial lending 
companies in tlie United States. 

Subsection (b) of this section applies to shares and activities ac- 
quired or commenced after December 3, 1974, and prior to the date 
of enactment of the bill. It requii-es that any foreign bank or other 
company to which subsection (a) applies must divest itself of, or termi- 
nate, such shares or activities not later than December 31, 1985, unless 
they ai-e permissible under the general provisions of section 4 of the 
Bank Holding Company Act of 1956. 

Subsection (c) applies to those nonbanking shares and activities 
which were acquired or commenced prior to December 4, 1974. Except 
as nofetl below with respect to the securities business, such shares and 
activities are indefinitely grandfathered, subject to the power of the 
Federal Reserve Board to terminate the authority to hold such shares 
or carry on such activities if the Board determines, "having due re- 
gard to the purposes of this Act and the Bank Holding Company Act 
of 1956, that such action is necessary to prevent undue concentration 
of resources, decreased or unfair competition, conflicts of interest, or 
unsound banking practices in tlie United States." 

With respect to the securities businesses of foreign banks and their 
subsidiaries, section S(c) of the bill allows them to carry on activities 
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permissible for national banks under paragraph "seventh" of section 
5136 of the Revised Statutes (12 U.S.C. 24). Although the bill speaks 
in terms of their being permitted "to engage in such business m the 
United States to the extent not prohibited for national banks," such 
banks are prohibited from engaging in the securities business to the 
extent not permitted by section 5136, and it is the intent of your Com- 
mittee that the phrase "to the extent not prohibited" be construed to 
mean no more and no less than "to the extent permitted". 
Subsection (c) goes on to permit the grandfathered companies to — 
continue to engage in the United States in the business of 
underwriting and distributing securities to tlie extent neces- 
sary to participate in customary and usual syndicate activities 
in the United States by the managing underwriters or other 
underwriters on behalf of all syndicate members in connection 
■with underwritings of such securities so long as the individual 
selling and distribution activities of anv such foreign bank or 
company (whether direct or indiiect tnixtugh an affiliate) in 
connection with any such underwriting are confined to jur- 
isdictions other than the United States. 
Your Committee is aware that rjuestions will inevitably arise as to 
the permissible scope of the grandfathered activities. Your Committee 
expects full and free communication and close cooperation to be car- 
ried on between the Federal Reserve Board and the Securities and Ex- 
change Commission in the administriition and enforcement of this sec- 
tion of the bill. The genei-al policy of the bill is clearly to avoid giving 
foreign institutions competitive advantages in the United States, 
whether over banks because of the foreign institutions' investment 
banking services, or over securities firms l^ause of the foreign insti- 
tutions commercial banking powers. 

Subsection (d) of section 8 is a technical provision to reconcile the 
definitions and usages of the terms "bank" and "banking subsidiary" 
in a manner to permit the intent of the legislation to be carried out. 
Section 9. Guidelines for foreign bank operations 

Subsection (a) of this section makes explicit the legislative inten- 
tion to assure parity of treatment between domestic and foreign banks, 
and to establish a pattern for ei^uitable treatment which state author- 
ities may adopt in their regulation of foreign banking institutions. 

Subsection (b) requires the Secretary of the Treasuir to establish 
guidelines for foreign owned banking operations in the United States 
in order to assist Federal and State oanking agencies in acting upon 
their applications under this and other Acts. 

Subsection (c) sets forth the general policy objective which the 
guidelines issued Inder subsection (b) should seek to attain. That 
objective is to — 

foster participation by foreign interests in international fi- 
nancial markets in the United States to the maximum extent 
consistent with maintenance of fair and vigorous competition 
in such markets, and with international economic policies of 
the United States, including policies relating to the balance of 
trade, the balance of payments, the international payments 
mechanism, and the negotiation and implementation of recip- 
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rocal arrangements with other countries to strengthen inter- 
national trade. 

Subsection (d) requires that the Comptroller of the Currency send 
to other agencies copies of &nj applications he receives from foreign 
interests to establish a subsidiary bank, or a branch or agency. Such 
copies are to go to the Secretary of State, the Secretary of the Treas- 
ury, the Boara of Governors of the Federal Reserve System, and the- 
bank supervisory authority of the State where the facility is to be 
located. Before acting on such application, the Comptroller must allow 
these agencies 30 days in which to submit their views. 

Subsection (e) similarly requires State bank supervisory authorities 
to send copies of any such applications submitted to them to the 
Secretary of the Treasury, the Secretary of State, and the Board of 
Governors of the Federal Reserve System, and to allow those officials 
SO daya in which to submit their views and recommendations. Finally, 
subsection (f) requires the transmission to the Secretary of the Treas- 
ury and the Seci^etary of State of copies of applications from foreign 
companies or groups of foreign companies for approval under section 
3 of the Bank Holding Company Act of 1956, sections 25 or 25(a) of 
the Federal Reserve Act, or section 18(c) of the Federal Deposit 
Insurance Act. Thirty days are to be allowed for the submission of 
their views and recommendations. 
Section 10. Representative o-ffices 

This section requires that any offices other than branches or agencies 
maintained by any foreign bank in any state shall be registered witJi 
the Secretary of the Treasury, and makes clear that the requiranent 
of such registration does not authorize the eatablishment of any such 
office in any State in contravention of State law. 
Section 11. Cease-and-desist orders 

This section confers the enforcement powers provided in section 8- 
of the Federal Deposit Insurance Act on the Comptroller of the Cur- 
rency and the Board of Governors of the Federal Reserve System with 
respect to Federal branches and agencies and with respect to branches, 
agencies, and commercial lending company subsidiaries operating pur- 
suant to State law, respectively. It also confers on the Federal Reserve 
Board enforcement authority with respect to nonbanking subsidiaries. 
Section 12. Regvlation amd enforcement 

This section authorizes the Comptroller, the Federal Reserve Board, 
and the Secretary of the Treasury to issue rules and regulations to 
carry out the purposes of the Act, and provides that compliance may 
be enforced under section 8 of the Federal Deposit Insurance Act. 

Changes in Existing Law Made by the Bill, as Reported 

In compliance with clause 3 of rule XIII of the Rules of the House 
of Representatives, changes in existing law made by the bill, as re- 
ported, are shown as follows (existing law proposed to be omitted is 
enclosed in black brackets, new matter is printed in italic, existing 
law in which no change is proposed is shown in roman) : 
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SscnoN 5146 of the Revised Statutes 

Sec. 5146. Every director must during his whole term of service, 
be a citizen of the United States, and at least two-thirds of the direc- 
tors must have resided in the State, Territory, or District in which 
tlie association is located, or within one hundred miles of the loca- 
tion of the office of the association, for at least one year immediately 
preceding their election, and must be residents of such State or within 
a one-hundred-mile territory of the location of the association during 
their continuance in office, except that in the case of an association 
which is a subsidiary or affiliate of a foreign hank, the ComptToller 
of the Currency may in his discretion waive the requirement of citi- 
zenship in the case of not mare than a minority of the total nurnber of 
directors. Evety director must own in his own right shares of the 
capital stock of the association of which he is a director the aggreg^ite 
par value of which shall not be less than $1,000, unless the capital 
of the bank shall not exceed $25,000 in which case he must own in his 
own right shares of such capital stock the aggregate par value of 
which Siall not be less than $500. Any director who ceases to be the 
owner of the required number of shares of the stock, or who becomes 
in any other manner disqualified, shall thereby vacate his place. 

Federai, Reserve Act 



POWERS OF FEDERAL RESERVE BANKS 

Sec. 13. Any Federal reserve bank may receive from any of its 
member banks, and from the United States, deposits of current funds 
in lawful money, national-hank notes, Federal reserve notes, or checks, 
and drafts, payable upon presentation, and also, for collection, niatur- 
ing ncrtes and 'bills ; or, solely for purposes of exchange or of collection, 
may receive from other Federal reserve banks deposits of current 
funds in lawful money, national-btuik notes, or checks upon other 
Federal reserve banks, and checks and drafts, payable upon presenta- 
tion within its district, and maturing notes and bills payable within 
its district; or, solely for the purposes of exchange or of collection, 
may receive from any nonmember bank or trust company deposits of 
current funds in lawful money, national-bank notes. Federal reserve 
notes, checks and drafts payable upon presentation, or maturing notes 
and bills : Provided, Such nonmember bank or trust company main- 
tains with the Federal reserve bank of its district a balance sufficient 
to offset the items in transit held for its account by the Federal reserve 
bank : Provided further. That nothing in this or any other section of 
this Act shall be construed as prohibiting a member or nonmember 
bank from making reasonable charges, to be determined and regu- 
lated by the Board of Governors of the Federal Reserve System, but 
in no case to exceed 10 cents per $100 or fraction thereof, based on the 
total of checks and drafts presented at any one time, for collection or 
payment of checks and drafts and remission therefor by exchange or 
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oHienvise ; but no such charges shall be made against the Federal re- 
serve banks. 

Subject to suck restrictions, limitations,, and regulations as may he 
imposed hy the Board of Governors of the Federal Reserve System, 
each Federal Reserve hank may receive deposits from, discount pa^er 
endorsed by, and make advances to amy hranch or agency of a foreign 
bank, and any commercial lending company in the saTne manner emd 
to the same extent that it may exercise such powers with respect to a 
member hank if such branch, agency, or com/merdcd lending com.pany 
is maintaining reserves with such Reserve hank pursuant to section 7 
of the International Banking Act of 1976. In exercising any such pow- 
ers vnth respect to any such branch agency, or commercial lending 
company each Federal Reserve hank shall give due regard to account 
balances being maintained hy such branch, agency, or co?n?nercial 
lending company loith such Reserve bank and the proportion of any 
such branch, agency, or commercial lending com,pany''s assets being 
held as reserves under section 7 of the International Banking Act of 
J976. For the purposes of this paragraph, the terms ^^branch^ '■'■aaen- 
cy^^ ^'■foreign hank^'' and "commercial lending company" shall have 
the same meanings ossigTied to them in section 1 of the International 
Banking Act of 1976. 



BANKIXG CORPORATIONS AUTIIORIZED TO DO FOREIGN BANKING BUSINESS 

Sec. 25. (a) * * * 

The persons signing the organization certificate shall duly acknowl- 
edge the execution thereof before a judge of some court of record or 
notary public, who shall certif j^ thereto under the seal of such court or 
notaiy. and thereafter the certificate shall be forwarded to the Board 
of Governors of the Federal Reserve System to be filed and preserved 
in its office. Upon duly making and filing articles of association and an 
organization certificate, and after the Board of Governors of the Fed- 
eral Reserve System has approved the same and issued a permit to 
begin business, the association shall become and be a body corporate, 
and as such and in the name designated therein shall have power to 
adopt and use a corporate seal, which may be changed at the pleasure 
of its board of directors; to have succession for a period of twenty 
years unless sooner dissolved by the act of the shareholders owning 
two-thirds of the stock or by an Act of Congress or unless its franchises 
become forfeited by some violation of law ; to make contracts ; to sue 
and be sued, complain, and defend in any court of law or equity ; to 
elect or appoint directors [, all of whom shall be citizens of the United 
StatesJ; and, by its board of directors, to appoint such officers and 
employees as may be deemed proper, define their authority and duties, 
require bonds of them, and fix the penalty thereof, dismiss such officers 
or employees, or any thereof, at pleasure and appoint others to fill their 
places; to prescribe, by its board of dii-ectors. by-laws not inconsistent 
with law or with the r^ulations of the Board of Governors of the Fed- 
eral Reserve System i-egulating the manner in which its stock shall be 
transferred, its directors elected or appointed, its officers and employees 
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appointed, its property transferred, and the privileges granted to it by- 
law exercised and enjoyed. 

Each corporation so organized shall have power, under such rules 
and regulations as the Board of Governors of tlie Federal Reserve 
System may prescribe ; 

(a) To purchase, sell, discount, and negotiate, with or without its 
indorsement or guaranty, notes, drafts, checks, bills of exchange, ac- 
ceptances, inchiding bankers' acceptances, cable transfers, and other 
evidences of indebtedness; to purchase and sell, with or without ita 
indorsement of guaranty, securities, including the obligations of the 
United States or of any State thereof but not including snares of stock 
in any corporation except as herein provided ; to accept bills or drafts 
drawn upon it subject to such limitations and restrictions as the Board 
of Governors of the Federal Reserve System may impose; to issue let- 
ters of credit; to purchase and sell coin, bullion, and exchange; to 
borrow and to lend money ; to issue debentures, bonds, and promissory 
notes under such general conditions as to security and such limitations 
as the Board of Governors of the Federal Reserve System may pre- 
scribe, but in no event except with the approval of the Board of Gov- 
ernors of the Federal Reserve System, having liabilities outstanding- 
thereon at any one time exceeding ten times its capital stock and sur- 
plus; to receive deposits outside of the United States and to receive 
only fiuch deposits within the United States as may be incidental to or 
for the purpose of carrying out transactions in foreign countries or 
dependencies or insular possessions of the United States ; and generally 
to exercise such powers as are incidental to the powers conferred by this 
Act or as may be usual, in the determination of the Board of Governors 
of the Federal Reserve System, in connection with the transaction of 
the business of banking or other financial operations in the countries, 
colonies, dependencies, or possessions in which it shall transact business 
and not inconsistent with the powers specifically granted herein. Noth- 
ing contained in this section shall be construed to prohibit the Board 
of Governors of the Federal Reserve System, under its power to pre- 
scribe rules and regulations, from limiting the aggregate amount of 
liabilities of any or all classes incurred by the corporation and out- 
standing at any one time. Whenever a corporation organized under 
this section receives deposits in the United States authorized by this 
section it shall carry reserves in such amounts as the Board of Gover- 
nors of the Federal Reserve System may prescribe, but in no event lees 
than 10 per centum of its deposits. 

*««■••*• 

No corporation shall be organized under the provisions of this section 
with a capita! stock of less than $2,000,r00, one-C[uarter of which must 
be paid in before the corporation may be authorized to begin business,, 
and the remainder of the capital stock of such corporation shall be paid 
in installments of at least 10 per centum on the whole amount to which 
the corporation shall be limited as frequently as one installment at th& 
end of each succeeding two months from the time of the commencement 
of its business operations imtil the whole of the capital stock shall be 
paid in : Provided^ however, That whenever $2,000,000 of the capital 
stock of any corporation is paid in the remainder of the corporation's 
capital stock or any unpaid part of such remainder may, with the con- 
sent of the Board of Governors of the Federal Reserve System and sub- 
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ject to such regulations and conditions as it maj[ prescribe, be paid in 
upon call from the board of directors ; such unpaid subscriptions, how- 
ever, to be included in the maximum o£ 10 per centum of the national 
bank's capital and surplus which a national bank is permitted under 
the provisions of this Act to hold in stock of corporations engaged in 
business of the kind described in this section and in section 25 of the 
Federal Reserve Act as amended : Provided fwtTier, That, except with 
the approval of the Board of Governors of the Federal Reserve Sys- 
tem no such corporation sliall have liabilities outstanding at any one 
time upon its debentures, bonds, and promisory notes in excess of ten 
times its paid-in capital and surplus. The capital stock of any such 
corporation may be increased at any time, with the approval of the 
Boards of Govemoi-s of the Federal Reserve System, by a vote of two- 
thirds of its shareholders or by unanimous consent in writine of the 
sliareholders without a meeting and without a formal vote, but any 
such increase of capital shall be fully paid in within ninety days after 
such approval ; and may be reduced in like inanner, provided that in 
no event shall it be less than $2,00r,000. No corporation, except as here- 
in provided, shall during the time it shall continue its operations, with- 
draw or permit to be withdrawn, either in the form of dividends or 
otherwise, any portion of its capital. Any national banking association 
may invest in the stock of any corporation organized under the pro- 
visions of this section, but the aggregate amount of stock held in all 
corporations engaged in business of the kind described in this section 
and in section 25 of the Federal Reserve Act as amended shall not ex- 
ceed 10 per centum of the subscribing bank's capital and surplus. 

[A majority of the shares of the capital stock of any such corpora- 
tion shall at all times be held and owned by citizens of the United 
States, by corporations the controlling interest in which is owned by 
citizens of the United States, chartered under the laws of the United 
States or of a State of the United States, or by firms or companies, the 
controlling interest in which is owned by citizens of the United States. J 

Except as otherwise provided in this section, a majority of the shares 
of the capital stock of any such corporation sliall at all times he h.eld 
and owned by citizens of the United States, iy corporations the con- 
trolling interest in which is owTied by citizens of the United Slates^ 
chartered under the laws of the United States or of a State of the 
United States, or hy firms or companies, the controlling interest in 
which is owned iy citizens of the United States. Notwithstanding any 
■other provisions of this section, any foreign bank or any bank orga- 
nised lender the laws of the United States, any State of the Umt-ed 
JStates, or the District of Columbia, the controlling interest in which is 
owTied by a foreign bank, group of foreign hanks, or institution oraa- 
nised under the laws of a foreign cowntry which owns or controls a 
foreign batik may, with the prior approval of the Board of Governors 
of the Federal Reserve System and upon such terms and conditions 
and Huhiect to such rules and regul-ations as the Board of Governors of 
the Federal Reserve System may prescribe, own and h/old 50 per cen- 
tum, or more of the shares of tlie capital stock of any corporation or- 
■ganised under this section, and any such corporation shcul be subject 
to the saTne provisions of law as any other corporation organised un- 
■der this section. For the purposes of this paragraph the terms "con- 
trols''' and ^^controlling j"'^™«^" shall be construed consistently with 
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the definition of '■^control" in section 2 of the Bamk Holding C&m,pwi\y 
Act of 1956, and the term "foreign hank" shall have the meaning aa- 
signed to it in the International Banking Act of 1976. 



Federal Deposit Insurance Act 



Sec. 8. (a) ' 



(b)(1) If, in the opinion of the appropriate Federal banking- 
agency, any insured bank or bank which has insured deposits is en- 
gaging or has engaged, or the agency has reasonable cause to believe 
that the bank is about to engage, in an unsafe or unsound practice in 
conducting the business of sudi bank, or is violating or has violated^ 
or the agency has reasonable cause to believe that the bank is about to 
violate, a law, rule, or regulation, or any condition imposed in writing 
by the agency in connection with the granting of any application or 
other request by the bank, or any written agreement entered into with 
the agency, the agency may issue and serve upon the bank a notice of 
charges in respect thereof. The notice shall contain a statement of the 
facts constituting the alleged violation or violations or the unsafe or 
unsound practice or practices, and shall fix a time and place at which 
a hearing will be held to determine whether an order to cet^e and 
desist therefrom should issue against the bank. Such hearing shall be 
fixed for a date not earlier than thirty days nor later than sixty days 
after service of such notice unless an earlier or a later date is set by 
the agency at the request of the bank. Unless the bank shall appear 
at the hearing by a duly authorized representative, it shall be deemed 
to have consented to the issuance of the cease-and-desist order. In 
the event of such consent, or if upon the record made at any such hear- 
ing, the agency shall find that any violation or unsafe or unsound prac- 
tice specified in the notice of charges has been established, the agency 
may issue and serve upon the bank an order to cease and desist from 
any such violation or practice. Such order may, by provisions which 
may be mandatory or otherwise, require the bank and its directors,. 
officers, employees, and agents to cease and desist from the same, and, 
further, to take affirmative action to correct the conditions resulting 
from any such violation or practice. 

(2) A cease-and-desist order shall become effective at the expira- 
tion of thirty days after the service of such order upon the bank con- 
cerned (except in the case of a cease-and-desist order issued upon con- 
sent, which shall become effective at the time specified therein), and 
shall remain effective and enforceable as provided therein, except to 
such extent as it is stayed, modified, terminated, or set aside by action 
of the agency or a reviewing court. 

(3) This subsection and sut^ections (c), (d), (h), (i), (k), (1), 
(m) , and (n) of this section shall apply to any bank holding company, 
and to any subsidiary (other than a bank) of a holding company, as 
those terms are defined in the Bank Holding Company Act of 1956, in 
J;he same manner as they apply to a State member insured bank." 

(4) This svisection and smsectuma (e), (rf), {h), (i), (A), (Z), 
(tw.) , and (n) of this section shall apply to any hraneh^ agency, and 
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. . . one of the conditions for which is that no member of the Jewish 
faith sit on the bank's board of directors or control any significant 
amount of the bank's outstanding stock." 

(5) An anti-J)oyoott clause will not discriminate against foreign 
hanks as opposed to domestic banks. This argument is the weakest of 
those used against such an amendment in committee. There is an abun- 
-dance of law on the- books to prohibit domestic hanks from engaging 
in such discriminatory practices. 

(6) There is demonstrable support in the -present Congress for amii- 
hoycott legislation. Over 100 members of the House are cosponsora of 
pne or.more of four anti-hoycott bills which are in various stages of the 
legislative process. 

(7) Disoriimnation is iricompatibte vnth the American way of Ufe. 
Jt IS our responsibility, as the representatives of the American people, 
to see that practices such as the Arab boycott are rooted out. The man- 
ner in which the boycott has spread, in the face of passivity on the 
part of Congress and the Administration, is proof that we must always 
be willing to act to safeguard the liberties and rights of all of our 
citizens. 

To some extent, we in Congress have shirked our duty bv asking 
the Administration to enforce statements of policy, rather tnan law. 

All of us know that these practices have no place in the United 
States. It is time for us now to write that principle into law so tiiat it 
■cannot be misinterpreted or misunderstood. 

A copy of the amendment is appended. 

Blanchard Antzboycott Avendhbnt 

(g) Notwithstanding any other provision of law, no appli- 
cation shall be approved by any Federal banking agency under 
section 102, 103, 104, or 201 of this Act, and no application re- 
ferred to in subsections (d) , (e) , and (f ) of this section shall 
be approved by any State bank supervisory authority or any 
Federal banking agency, as the case may be, unless the appli- 
cant agrees to refrain from and prohibit discrimination 
against any United States person, or any foreign person with 
respect to its activities in the United States, hj reason of the 
religion, race, national origin, or sex of such United States or 
foreign person, or of any officer, director, employee, or credi- 
tor or, or any owner of any interest in, such United States or 
foreign person. 

James J. Blanchabd, 
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ADDITIONAL VIEWS OF HON. JAMES J. BLANCHAED 

I support H.R. 13876 and the objectives which it seeks to achieve. 

However, I believe it shodd include an auti'diacrimination provi- 
sitxi, and I offered such a provision as an amendment when the bill 
was considered in committee. 

While public attention in recent months has focused on the Arab- 
boycott, my amendment would apply to any discriminatory practice 
based on race, religion, national origin or sex. 

Personally, I do not believe members of Congress should have to 
argue in favor of such a provision. However, some members of the 
committee felt it inappropriate to insert the amendment in this bill, 
and accordingly, I would like to discuss the reasons for my position: 

(1) Congress, in previous legislation, has already given indication 
of its opposition to such practices as the Arab boycott. Section 3(5) of 
the E^rt Administration Act of 1969 (50 U.S.C. App. 2402 (5)) 
Includes the following limgnage: 

It is the policy of the United States (A) to oppose restric- 
tive trade practices or boycotts fostered or imposed by foreign 
countries against other countries friendly to the United 
States, (B) to encourage and request domestic concerns . . . 
to refuse to take any adiion . . . which has the effect of fur- 
thering or supporting . . .(such) practices or boycotts. . . 

(2) Congress, hy failing to follow policy with legislation, has in- 
vited mdsinterpretation of its intent. The lack of a specific prohibition 
has allowed the Administration too much latitude, and that latitude 
has been used unwisely. For example, until recently, the Department 
of Commerce has continued to circulate among American firms bid in- 
vitations which include boycott clauses. The Department also specifi- 
cally stated in its rules and public notices that American firms were- 
encouraged, but not legally required, to avoid complying with the boy- 
cott — an open invitation to comply. 

{3) Congress, hy failing to act, has placed Administration oficidls 
in v/ntenabte positions. It is unreasonable to expect the Department of 
Commerce to, in effect, discourage commerce by raising anti-boycott 
objections without clear legislative direction from Congress. Likewise, 
it is unreasonable to expect the Comptroller of the Currency to raise 
objections to the practices of foreign banks in this country without 
such direction. To see what happens in the absence of such direction, 
we have only to recall tlie['fvents ofjaat falf, when a Congressional 
subcommitt^ found it necessary to" recommend a contempt citation 
against Commerce Secretary Rogers Morton because he refused to dis- 
close boycott- related information to Congress. 

(4) There is a demonstrahle need for legislation to stop discrimina- 
tory practices. Early last year, the Comptroller wrote national banks- 
to urge them to "scrupulously avoid" discriminatory practices. His 
letter said some banks "may have bewi offered large deposits or loans- 
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banks operating in this country, consistent with effective Federal Re- 
serve monetary policies. 
Regulatory authority of the Federal Reserve 

Section 7 (d) of the bill would give the Federal Reserve Board regu- 
latory authority over state -chaite red foreign branches, agencies, or 
commercial lending companies. 

Section 7(e) would require that before a foreign branch or agency 
could be established under state law, the approval of the Federal Re- 
serve Board would be required. 

The first 100 years of operations of state-chartered foreign banks 
in this country have produced no evidence of which we are aware that 
the national interest has suffered because of the absence of federal regu- 
lation of these institutions. ITie extension of the Federal Reserve 
Board's authority as provided in Sections 7(d) and 7(e) of this bill is 
unwarranted in the absence of a clear showing that the states have 
failed to properly perform their supervisory responsibilities regarding 
foreign bank branches and agencies. 

The vast majority of foreign bank assets in this country are located 
in New York and California, and to a lesser extent in Illinois, Oregon, 
Washington, and Massachusetts. These states have competent banking 
■departments, and we believe that the extension of the Fed's authority 
as proposed under the provisions mentioned above represents an un- 
justifiable eftort to centralize greater bank regulatory authority in the 
Federal Reserve. 

Accordingly, we will offer an amendment to strike both of these sub- 
jections from the bill. 

Robert G. Stephens, Jr. 
Henry Gonzalez. 
John H. Rousselot. 
Ron Paul. 
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ADDITIONAL DISSENTING VIEWS ON H.R. 13876 

The International Banking Act is a bill which sets out with the 
laudable intention of equalizing the laws regulating domestic banks 
and foreign banks. Up until now, foreign banks have had certain pri- 
vileges denied to U.S. banks, such as the right to have interstate 
branches and the riglit to engage in such nonbank activities as under- 
writing. Perhaps as a result of tliese privileges, foreign banks in the 
United States have grown dramatically in recent years. This legisla- 
tion seelis to remove these privileges and also subject foreign banks to 
the authority of the Fedei-al Reserve System. Presumably, this will 
produce a system of regulation which does not discriminate between 
foreign and domestic banks. 

It IS regrettable that this committee did not consider the other alter- 
native t« achieving parity between foreign and domestic banks. In- 
stead of increasing regulation on foreign banks so that they are reg- 
ulated equally with domestic banks, wny not decrease regulation oh 
all banks equally? Would this not also serve the laudable goal of non- 
discrimination ? We believe it would. 

It has often been said that the banking industry is probably the 
most heavily regulated in the country. The historic reason for this 
is that banks have an awesome power in their ability to create money 
through the use of fractional reserves and a responsibility to safeguard 
the savings of depositors. Furthermore, the banks have probably bene- 
fited more from this regulation than any other industry until recent 
times. By restricting entry into the banking business, government 
regulation has deliberately fostered a lack of competition, for which 
the consumer ultimately pays. 

In his testimony to the Subcommittee on Financial Institutions, 
Professor Milton Friedman challenged the view that there is a need 
for additional regulation : 

In my view, a far more important need than nationalizing 
the administration of bank regulation is reducing the 
amount of such regulation. The banking system is regulated 
to a greater extent than almost any other sector of the econ- 
omy. The public would benefit from a vast reduction in such 
regulation. 

The historic reason for the regulation of the lending and 
investing activity of depositorj^ instiitutions has been the 
close linkage between these activities and the provision of 
money — ^the circulating medium. The iustified concern with 
assuring a stable monetary system has led, in my view, to an 
unjustified concern with controlling the lending and invest- 
ing activities of financial institutions. 
We agree and feel that there is no need for additional regulation of 
foreign hanks at this time, 

John H, Bovssglot. 
Ron Paul. 
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AugUBC 27, 1976 



Chairman 

Subcommittee on Financial 
of the Senate Committee 
Housing and Urban Affai 

united States Senate 

Washington, D.C. 20510 



This letter is in response to your request, con- 
tained in your letter of August 11, 1976, for the CommiHSion's 
view on the above legislation. 

The stated objectives of this bill are to provide a 
system of federal regulation of foreign banXing activities 
and to provide, to the extent possible or appropriate, equal 
treatment for foreign and domestic banJ(E operating in the 
United States. Moat of the provisions of this bill are, in 
fact, concerned solely with matters of federal bank regulation, 
and for Chat reason are outside the scope of this agency's 

Section B of the bill addressee the scope of permissible 
nonbanfcing activities of foreign banks in this country, with 
particular reference to the activities of securities firms 

not a model of clarity, and some 
s exact meaning, should the bill 

ties firms that are affiliates 
sion can state that, in general, 
such entities are subject to the Commission's regulatory 
jurisdiction and their activities have given rise to no 
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that they are affiliatea of foreign banka. Foreign banks 
may act aa bcokers and dealera in securities in the United 
States only by registering with the Conmission. The Coo- 
ini««ion hae pervasive record keeping and inspection rights 
under Section 17 of the Exchange Act. Consequently, the 
Commission would appear to currently have ample authority 

sold by them would be sold only to non-United States 
residents, a requirement ve understand is intended to be 
imposed upon such subsidiaries by the bill. 

Existing rules with respect to diEcloaure of broker- 
dealers' accounts are not adequate to insure that persona 
buying securities outside of the United States are not 
actually united states citizens buying through nominees or 
other parties. Foreign secrecy laws represent substantial 
barriers to detection of such indirect buying by United 
States citizens. Accordingly, the Commission has proposed 
an anendaent to Rule 17h-3(h) |9) under the Exchange Act 
pursuant to Itelease No. 12055 (January 27, 1976), which 
would require brokers and dealers to Xeep records disclosing 
the name and address of each beneficial account maintained 
by natural persona. If this rule is adopted, persons not 
willing to waive the protection of foreign secrecy laws 
would not be able to maintain aeoounts, directly or Indirectly, 
with any United States broker-dealer (including, or course, 
a foreign owned broker -dealer] . Such a rule would help to 
foreclose the possibility of indirect sales to United States 
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traded aoeurities and whether sue 
with the protection of investors. However, as the Conference 
Report on this legislation noted, the Commission is not 
authorized to study or make recommendations with respect to 
whether these activities are or should remain permissible, 
which was the subject of an investigation being undertaken 
by the Committee. 

I He suggest to the Committee, however, that there may 
be a problem in making the extent of permissibl-e foreign 
bank activities in this area dependent upon the extent of 
permissible domestic bank activities at a time when it is 

may engage In./ Conceivably, once the scope of permissible 
activities for'domestic banks is clarified, whether by 
legislation or court decision, it will be possible to draft 
a provision which more precisely defines those activities 
which foreign banks could freely engage in, which activities 
it is appropriate to protect by means of a "grandfather" 
provision, and which activities should be prohibited.) 

The Commission appreciates this opportunity to 
comment on H.R. 13876. If we can be of further assistance 
to the Committee in connection with its consideration of 
this legislation, please let me know. 



>derick H. Hills 
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Y SECRETARY OF THE TREASURY 



Dear Mr, Chairaan: 

We would like to comnent on the letter to the Committee 
fron Chairman Roderick Hills of the Securities and Exchange 
Commission, dated August 27, 1976, on the International 
Banking Act of 1976. This letter was placed in the record 
during the hearings on August 31 on the Act. 

Chairman Hills suggested in his letter that Congress 
wait until the scope of permissible securities activities 
of domestic banks is clarified before determining (1) which 
securities activities of foreign banks should be permitted 
and C2) which existing non-conforming securities activities 
of foreign banks should be protected by a "grandfather" 
provision. 

The Administration believes that foreign banks operating 
in the United States should be subject prospectively to 
the same limitations with respect to securities activities 
as are domestic banks. The legal boundaries of permissible 
securities activities of domestic banks may be unclear 
presently. However, we see no need to defer enactment of 
Section 8 of the International Banking Act until a 
Congressional review of permissible activities of domestic 
banks is completed. Section 8 would subject foreign banks 

presently apply to domestic banks. We believe enactment of 
Section 8 would eliminate an anomaly in the existing regula- 
tion of bank activities in the United States, and therefore 
we support its enactaent, with the modifications suggested in 
my August 31 testimony. 

However, as I testified before your Subcommittee, we 
firmly believe that existing securities activities of 
foreign banks not conforming with the new law should be 
permanently grandfathered. These securities affiliates of 
foreign banks have been operating in good faith for many 
years, and have provided desirable competition and liquidity 
to United States securities markets. 
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Chairman Hills also suggested that it would be 
desirable to adopt proposed Rule 17a-J if Section 8 of the 
bill were enacted. This Rule would permit the Securities 
and Exchange Commission to examine the records of United 
States investment banking subsidiaries of foreign banks to 
assure that securities sold by them would be sold after 
1985 only to non-U. S. residents. All brokers and dealers 
would be required to disclose, at the Coaunission's request, 
the identity of the beneficial owner of each account. 

We are concerned that the disclosure requirements of 
this proposed rule would be inconsistent with investors' 
legitimate interest in privacy. In particular, foreign 
investors might be discouraged from investing in United 
States' securities markets. More importantly, U.S. 
securities affiliates of foreign banks nay be precluded 
by secrecy laws of other governments from complying with 
disclosure requirements. These foreign laws protect the 
confidentiality of relationships and of account ownership. 
Finally, proposed Rule 17a-3 could frustrate the intent 
of the International Banking Act of 1976 to permit foreign 
securities affiliates lo participate in United States 
underwritings provided they market underwritten securities 
abroad. The proposed Rule could effectively prevent foreign 
securities affiliates from selling securities abroad. Con- 
sequently, we have urged the SEC to consider alternative 
means of ascertaining the beneficial ownership of individual 
accounts , 
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The Honorable Thonas J. htclntyre 

Chairman 

Subcommittee on Financial Institution! 

of the Senate Committee on Banking, 
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Senator McIntyre. We call as our next witnesses a panel consisting 
of John B. Olin, president. Conference of State Bank Supervisors, 
William Volckhausen, special counsel, New York State superintendent 
of banks, New York State Banking Department; and Carol Green- 
wald, commissioner of banks. Commonwealth of Massachusetts. 

I want to welcome you all here this morning and of course we're 
already running behind, so if you can make your comments in 5 
minutes that will be fine. I have a number of questions I want to ask 
all of you good witnesses. So will you proceed in the order I named 
you, Mr. Olin first. 

STATEMENT OF JOHN B. OLIS, FRESIDEBT, CONFEBEKCE OF STATE 
BAKK SUFERVISOSS 

Mr. Olin. Mr. Chairman and members of the subcommittee, I am 
John B. Olin, superintendent of banks for the State of Oregon and 

f resident of the Conference of State Bank Supervisors in whose behalf 
am pleased to testify today. With me are Carol Greenwald, com- 
missioner of banks for the State of Massachusetts and William Volck- 
hausea, special counsel for the State of New York, both of whom are 
testifying for their respective States. 

In summarizing the statement which the Conference has filed with 
the subcommittee on this bill I would like to highlight several areas. 

One : The Conference supports provisions of this bill which would 
provide a Federal chartering option for foreign banks operating in 
this country. This is an extension of the principle of dualism and the 
Conference believes that chartering alternatives should be available to 
foreign banks as well as to our domestic banks. 

Two: CSBS opposes section 5 of the bill because it contains provi- 
sions which the Conference believes are contrary to our national 
interests and represent an unwarranted preemption of State law. 

This section would prohibit multistate locations of fore^n branches 
until domestic national banks are accorded the same privilM;e of 
branching across State lines. While designed to correct an allied 
competive discrimination in favor of foreign banks, because domestic 
banks cannot now branch interstate, CSBS considers this competitive 
advantage to be largely illusory and an unsupportable basis for the 
one-State restriction on foreign branches as proposed in this bill. As 
pointed out in some detail in our written statement, foreign-owned 
multistate branches are confined principally to New York and Illinois, 
although a few foreign banks have two-State branch locations in 
Massachusetts, Oregon, Washington, Puerto Rico, or the Virgin 
Islands. 

In sharp contrast to this hmited multistate presence of a relatively 
small number of foreign-owned branches, the interstate operating 
entities of our domestic banks extend into almost every State. The 
American Banker newspaper in recent months has carried a series of 
articles reflecting that 12 bank holding companies alone in the United 
States have "nonbank" affiliates in 43 States and operate some 1,500 
nonbanMng offices outside the State in which their headquarters 
axe located. A lai^ proportion of these bank-related out-of-State 
facilities provide specialized financial services comparable to those 
offered by some domestic commercial banks (see p. 189). 
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In actuality, the interstate banking activities of domestic bank 
holding company subsidiaries, loan proauction offices, Eldge Act corpo- 
rations and a nationwide correspondent banking system make in- 
significant in comparison the multistate presence of foreign hanks 
operating here. 

The practical effect of section 5(a) would be that, for the foreseeable 
future, foreign branches would be limited to a one-State location, and 
under such conditions, they would, in all probability, select New York 
or California, our major money market centers, in which to operate. 

Such a development would have the harmful effect of preempting 
other States which, in the future, might desire to invite out-of-State 
foreign branches into their borders as part of their efforts to increase 
their roles in international banking affairs, and at the same time, 
serve the interests of their residents. 

It is the position of CSBS that States which desire to expand their 
roles in the international hankine field should be permitted to do so 
as at the present time, and witriout the necessity for Congress to 
reach a consensus on whether domestic banks should be permitted 
to branch interstate. 

Three : CSBS opposes provisions in section 7(a) which would impose 
Federal Reserve Board reserve-setting authority on State-chartered 
foreign branches, agencies, or commercial lending companies based on 
an asset-size test. This compulsory affiliation would be discriminatory 
against State-chartered foreign banking entities, despite the effort 
to make it more palatable through the assel>-size standard. Affiliation 
with the Fed for reserve purposes is optional for our domestic State- 
chartered banks, regardless of size, and it should be so for State- 
chartered foreign branches. 

Four: CSBS opposes those provisions of section 7 (c) and (d) which 
would authorize the Fed to impose on foreign bank operations regula- 
tory controls of the Federal Reserve Act, in addition to reserve re- 
quirements, as though they were member banks. There has been no 
snowing that the absence of such extensive Federal controls over 
State-chartered foreign banking operations in this country has been 
contrary to our national interests or resulted in banking practices of an 
unsafe or unsound nature, or that the States involved are not providing 
adequate supervision. 

Such Federal controls would be duplicatory in many significant 
respects and could lead to conversions to Federal charters, since 
State-chartered institutions would be regulated largely by Federal 
agencies anyway. 

Five: CSBS opposes the provisions in section 7(e) which would ^ve 
the Fed a veto power over State banking departments in determining 
whether the foregoing foreign-owned institutions could be organized 
understate law. The Conference r^ards this provision as an unjustified 
extension of Federal regulatory power in an area that has not been a 
r^ulatory problem, or resulted m State hcensing decisions adverse to 
our national interests. 

Our State bank supervisors in New York and California, where the 
vast majority of foreign bank assets are located, have followed the 
practice of consulting with State Department personnel to assure that 
the interests of this country are protected in connection with entry 
questions. 
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CSBS is certain that State banking authorities where foreign banks 
are located would be pleased to continue to participate in consultative 

procedures with appropriate U.S. State or Treasury Department 
representatives in connection with requests for operating powers by 
foreign banking institutions. 

However, if equality of treatment is one of the purposes of this 
bill, then foreign branches, agencies, and commercial lending companies 
should be aole- — as are our domestic State-chartered nonmember 
banks — to establish a State-chartered facility without the Fed's 
concurrence. 

Thank you, Mr. Chairman. 

(Complete presentation follows:] 
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conflict with the state laws where the out-of-state foreign bank- 
ing facilities are located. This question is best handled at a 
state level. 

Closely related to the foregoing, CSBS considers it in the 
national interests for Congress to facilitate efforts of states 
desirous of doing so to broaden their roles in international 
banking matters as a conpetitive natter and to facilitate the 
flow of capital through our capital markets and the movement of 
trade into and out of this country. 

In an effort to put this so-called competitive issue into 
perspective, it should be pointed out that according to data Erora 
the Federal Reserve Board there are some 17 foreign-owned banks 
which have established branches in this country in more than one 
state. These multi-state branches are confined principally to 
New York and Illinois although a few foreign banks have two-state 
branch locations in Massachusetts, Oregon, Washington, Puerto 
Rico or the Virgin Islands. (See Exhibit #1) 

In sharp contrast to this limited multi-statt 
relatively snail number of foreign-owned branches, the 
operating entities of our donestic banks extend into al 
state. The American Banker newspaper in recent months 



a series of articles reflecting that IZ bank holding companies 
alone in the United State have "nonbank" affiliates in 43 states 
and operate 1,SS0 "nonbanking" offices located outside the stale 
in which their headquarters are located. A large proportion of 
these out-of-state bank-relat«d facilities provide special- 
ized financial services conparable to those provided by sone do- 
nestic coiBBercial banks. These sane 12 bank holding conpanies 
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conduct interstate operations through 34 Edge Act Corporations 
and 23 loan production offices. 

Illustrative of some of this interstate bank-related activity 
of our domestic bank holding companies is that mentioned in the 
American Banker article of October 23, 1975 which states that 
the BankAmerica Corporation of San Francisco has 336 nonbank of- 
fices in 32 states covering such activities 
finance, commercial lending, mortgage banking, selli 
suring credit- related insurance, leasing, computer s 
providing venture capital to business. The October 29 issue of 
the American Banker comments that Citicorp headquartered in New 
York has 284 offices in 164 cities in 34 states, plus Washington, 
D. C. Manufacturers Hanover Corporation of New York, according 
to the Novenber 5, 197S, issue of the American Banker , has domes- 
tic "nonbank" subsidiaries in 151 offices in 15 states, not count' 
ing New York State. 

In addition to the foregoing Interstate bank-related affiliates, 
there were as of year-end 1974 eight U.S. bank holding coapanies 
which held banks in more than one state through grandfathering 
provisions of the Bank Holding Company Act of 1956. For example, 
the Western Bancorporation of Los Angeles, California, had banks 
in Arizona, Colorado, Idaho, Montana, Nevada, New Mexico, Oregon, 
Utah, Washington and Wyoming. The Financial General Corporation 
of Washington, D. C, had banks in Georgia, Maryland, New York, 
Tennessee and Virginia. 

It should be pointed out that in addition to the above, 
most foreign banks through their branches in our financial centers 
pursue prinarily a wholesale banking business rather than compete 
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with our domestic banks in local retail markets. Forner Federal 
Reserve Board Vice Chairman George N. Mitchell furnished infonna- 
tion to this Subcomalttee earlier this year relative to S, 9SB. 
In discussing the principal reason why foreign banks have entered 
the United States, he stated it has "been to service the needs of 
multi-national corporations (both U.S. and foreign-based) which 
tend to be customers of these banks and to accoiunodate hone coun- 
try custoners who do business in the United States. Servicing 
these customers is likel/ to remain the primary business of for- 
eign banks operating In the United States." Mr. Mitchell pointed 
out that some foreign banks in an effort to diversify their busi- 
ness and gain a more stable deposit base are likely to develop a 
significant retail business in the United States, but that in all 

probability this would continue to be a distinctly secondary 

1/ 
aspect of the U.S. business of these conpanies . 

I believe it is appropriate to also point out that Section 3(d] 
of the Bank Holding Company Act presently provides the legal me- 
chanism for full service banking across state lines by either do- 
mestic or foreign banks. This Section pernits the acquisition or 
establishment of connercial banks by bank holding conpanies located 
out of state, if the statute of the state in which the bank is 
located specifically authorizes such action "by language to that 
effect and not merely by iaplication." The State of Maine has 
recently enacted legislation permitting out-of-state acquisition 
on a reciprocal basis, effective in 1978, and New Yorfc has on 



Hearings before the Subconmittee on Financial Institutioi 
of the Committee on Banking. Housing and Urban Affairs, t 
Senate on 5. gSS, The Foreign Bank Act of 197S, p. lej. 
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several occasions introduced legislation to pemit reciprocal 
interstate banking although no law has been enacted to provide 
such activit)'. 

Authority of Federal Reserve Systen 

Section 7(a) of H.R, 13876 would provide that foreign bank 
state-chartered branches, agencies or New York investnent conpaa- 
ies be subject to the reserve -setting authority of the Federal 
Reserve System if the parent foreign bank has total worldwide con- 
solidated bank assets in excess of $1 billion. 

The Conference of State Bank Supervisors opposes the above 
provisions. They discriminate against foreign branches in e man- 
ner likely to motivate retaliation which would violate U.S. public 
Interest. Affiliation with the Federal Reserve Board is optional 
for domestic state-chartered banks, regardless of size. It should 
be optional for foreign branches. The bill attempts to make less 
distasteful this compulsory affiliation for state-chartered for-, 
eign branches by nerely attaching a size criterion. Size is not 
a proper criterion for imposing reserves. To carry this 
to its logical conclusion would require that all large banks be 
affiliated with the Federal Reserve System. 

The Conference opposes provisions in Subsections [c) and 
Cd) which would authorize the Federal Reserve Board to impose 
on foreign bank operations regulatory controls of the Federal 
Reserve Act, in addition to reserve requirements, as though 
they were member banks. And, Subsection (e) of the bill would 
actually give the Federal Reserve Board a veto power 
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over stat« banking departments in detemining whether these insti- 
tutions could be organized under state law. 

The Conference of State Bank Supervisors regards the foregoing 
provisions as unwarranted as well as possessing adverse implica- 
tions for the dual banking system. 

Foreign banks have been operating in this country for approx- 
imately 100 years under state law and supervisory control. It is 
true that these institutions have been growing in this country in 
recent years but they have provided a competitive stimulus to our 
domestic banks, provided services to some ethnic groups which 
might not otherwise have been able to obtain them, and they are a 
vital consideration in connection with the growing presence of 
U.S. banks abroad. It is to be hoped that under state supervision 
and control foreign banks will continue a healthy growth, provide 
employment opportunities, stimulate domestic production through 
their financing of foreign trade and naintaia the healthy envi- 
ronment so necessary for an effective United States presence 
abroad. In this connection, according to data from the Federal 
Reserve Board as of April 1976, the assets of U.S. banking offices 
abroad were some fZZO billion, or approximately 3 1/Z times greater 
than the assets of banking offices of foreign banks operating in 
the United States. 

Hr. Chairman, there has been no showing whatsoever that the 
absence of extensive federal controls proposed in this bill has 
been contrary to our national interests, resulted in banking 
practices that have been unsafe or unsound, or that the states 
involved are not providing adequate regulation. Surely such a 
showing should be essential before adopting sweeping federal 
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controls over state -chartered foTelgn bankint initltutioiu - con- 
trols that are duplicatory In >any significant respects and could 
lead to conversions to federal charters since as * state -chartered 
orianization they would be regulated by federal amende* anyway. 
By converting they could avoid one layer of duplicatory super- 
vision, naaely that inposed by a state. 

I think It appropriate to point out at this tiae that former 
Federal Reserve Board Vice Chairman George Mitchell in furnishing 
this Subcommittee information on foreign bank* operating in this 
country stated: 

"There is nothing to Indicate that foreign banki are 
'abusing' their powers in the sense that they are 
using the opportunities available to them under the 
present system to engage in any Improper or unsound 
banking practices. On the contrary, it has been the 
experience of the Board that foreign banks operating 
in the United States have scrupulously complied with 
existing U.S. laws and regulations and have been 
generally cooperative in their dealings with the 

Mr. Chairman, CSBS does not believe It to be the Intent of 
the Congress to federalize that segment of the dual banking sys- 
tem which deals with foreign banking matters. 



2/ Hearings before the Subcommittee on Financial Institutions of 
the Committee on Banking, Housing and Urban Affairs, U.S. 
Senate on S. 958, The Foreign Bank Act of 197S, p. 160. 
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If this extension of federal authority is proposed on the 
grounds that state banking departments have not exercised prudence 
in chartering banks or licensing branches, agencies or comnercial 
lending conpanies, then the Conference Is not aware that any show- 
ing has been nade to this effect. Nor has any such showing been 
Bade that our national interests or monetary goals have been sub- 
verted by reason of the fact that the Fed up to this tine has not 
had this sweeping authority over state banking departnents in the 
area of foreign bank regulations. 

As a natter of fact our New York and California Banking De- 
partments - where approximately 9SI of foreign bank assets are 
located - have followed the practice of consulting with Stale De- 
partment personnel to assure that the interests of this country 
are protected in connection with entry questions. CSBS is cer- 
tain that the state banking authorities where foreign banks are 
located would be pleased to continue to participate in consulta- 
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For the foregoing reasons the Conference of State Bank 
Supervisors considers 7(e) unacceptable and requests that it be 
stricken fron the bill. 

Acceptance of Deposits 

Section 6 of this bill would require that as ■ prerequisite 
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of foreign branches accepting deposits of U.S. citizens or busi- 
nesses they must naintain with the FDIC a surety bond or pledge 
of assets In »xi anount determined by the FDIC for the purpose of 
protecting such deposits to the same extent and in the sane aaounl 
that they would be protected in an insured bank. 

Fomer FDlC Chairman Frank Wille in subnitting a statement t( 
this Subconnittee on S. 9Sg earlier this year stated as follows 
regarding FDIC insurance for the protection of foreign branches, 
agencies and connercial lending companies: 

"In conclusion, it is our view that the Federal Re- 
serve has established no clear need for regulating 
foreign bank operations in this country differently 
from those of domestic banks. Me therefore believe 
that, if existing law stays as it is for domestic 
banks, both Federal Reserve meabership and Federal 
deposit insurance should be made available to for- 
eign bank's domestic operations only on an optional 
basis and that if a foreign bank wishes to qualify 
for Federal deposit insurance, it continue to be 
required, as at present, to establish a separately 
incorporated domestic subsidiary. Domestic branches 
and agencies of foreign banks should not be eligible 
for Federal deposit insurance without a full appre- 
ciation by the Congress of the substantial finan- 
cial risks this could entail for the Federal deposit 
Insurance fund." 



Hearings before the Subcommittee on Financial 1 
the Committee on Banking, Housing and Urban Afl 
Senate on S. 958, The Foreign Bank Act of 197S, 
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In testimony before this Subcommittee during January 1976 
on S. 9S8, CSBS stated there was a difference of views among our 
supervisors as to the necessity of extending FDIC insurance to 
foreign branches and agencies. 

I would like to reiterate that state banking departments reg- 
ularly examine foreign-owned state -chartered subsidiaries, branches 
and agencies for safety and soundness. Because the FDIC does not 
insure deposits of foreign branches and because capital is a neb- 
ulous concept, states have resorted to various statutory or legal 
"substitutes" and approaches to assure the safety of deposits. 
The statutory form is generally patterned after New York Banking 
law (Sec. 202] which requires foreign institutions to hold lOBt 
of their liabilities in banks approved by the State Bank Super- 

Honbanking Activities 



Section 8 is designed to deal with the alleged competitive 
advantages enjoyed by foreign banks over domestic banks through 
securities affiliates of foreign banks operating in this country. 

The securities affiliates of foreign banks are relatively 
few in number and are located principally in New York City, 
where they engage primarily in brokerage activities for foreign 
customers of these banks. Additionally, it should be borne in 
mind that our domestic banks offer a number of automatic invest- 
ment plans to depositors and shareholders, and through Edge Act 
Corporations abroad, U.S. banks engage in the underwriting, dis- 
tribution and sale of securities in foreign countries. 

CSBS is of the opinion that any federal legislation affecting 
the securities activities of foreign banks should come only after 
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an extensive Congressional review of the Glass -Steagall Act such 
■s that which has been initiated this year by the Senate Securities 
Subcommittee. If, after the coapletion of such review prohibi- 
tions are continued on domestic banks engaging in activities now 
forbidden them by the Glass-Steagall Act, the Conference would 
favor prohibiting the expansion of such activities by foreign 
banks. However, should this development occur, CSBS believes it 
only equitable to grandfather related existing operations. 

In conclusion, CSBS believes that certain key provisions of 
H.It. 13876, while couched in terns of providing nondiscrininatory 
treatment between domestic and foreign banks operating in this 
country, actually violate this principle. This is particularly 
true with respect to provisions in Section 7 which would inpose 
mandatory Federal Reserve Board reserve-setting authority over 
state -chartered foreign banking entities of a certain siie. 
State -chartered domestic banks regardless of size have the choice 
of affiliating with the Fed in this area, and foreign banking 
entities operating under state charter should also have this op- 
tion. Furthermore, it is the position of CSBS that the Fed does 
not need this reserve-setting authority over state-chartered do- 
mestic banks, let alone foreign banks, in order to carry out 
its monetary policy. 

Other provisions of Section 7 which would permit a Federal 
Reserve Board veto over state hanking departments in the estab- 
lishing of certain foreign banking entities under state law are 
totally unwarranted and represent an arrogation of power by the 
Fed in an area which has not constituted a regulatory or nation- 
al interest prohlem for over a hundred years. Nor has any 
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justification been nado for imposing on state-chartered foreign 
banking operations Federal Reserve Board regulatory controls ap- 
plicable to nenber banks. 

Finally, the one-state provisions of Section 5 of this bill 
which would, for the foreseeable future, prevent a state from 
inviting into it* borders a foreign branch that also has a loca- 
tion in another state is, in the opinion of CSBS, contrary to 
our national interests and to the rights of states to exercise 
the option to develop their International banking posture- 
Thank you Mr. Chairnan. 
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CSBS agrees that if Section a of the bill is to be fair and sup- 
portable, there should be permanent grandfathering of the securi- 
ties affiliates of foreign banks. The reasons advanced by Mr. 
George H. Dixon, Deputy Secretary of the Treasury, for grand- 
fathering securities affiliates are well stated. The Conference 
believes, however, that the grandfathering date of December 3, 19 
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that this section should be stricken from the bill. It applies 
only to foreign banks, and secondly It Is not believed that 
this section vould provide safeguards not already in existence 
to protect donestic deposits in foreign banks or to preserve 
our national interests. As the Conference has indicated, the 
State Bank Supervisors in New York and California -- where the 

followed the procedure of conferring with appropriate State De- 

(6) The Stephens and the Rees--Murphy amendments . (Page 4S 
of transcript) 

We support the amendnent offered by Representative Stephens to 
Section 5 of the bill to permit multi-state location of foreign 
branches as determined by state law. We also support the anend- 
nents offered by Representative Stephens restricting, or delet- 
ing, provisions of Section 7. 

nts would require that within three years 
nt of this bill the Fed in consultation 
Exchange Commission prescribe regulations 
anking activities of foreign banks in the 
ivities. It would further require that 
ree-year period after enactment of the 

rmine whether they should be terminated. 

The Conference is of the opinion that the provisions of the Hees-- 
Murphy amendment would lead to considerable uncertainty, and that 
permanent grandfathering of securities affiliates of foreign banks 
would represent the most equitable solution and would lessen pos- 
sible retaliation against U.S. banks operating abroad. 
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BANK HOLDING COMPANY 
MAP SERIES 



Tlie sa'ia cooiiits of i map and dcuilcd dcKiiption of ach of 13 

bank holding complain. The nups show the localioo of holding 

company wblidiuiH— bink and nonbioli— and include hranchej 

of the nonbank wblidiarica. AcnHnpiiiyiag each map is a deuiled 

descripakm of each holding company's devejopmeni of iis nonbank 

aclividei- The descrJpiiDn was compiled by an exhaustive loalysii of 

public dociunenis and printed only aflcr exlensivc cheddng with ihe 

conpaies themseivei- ll is the only single public aoatte of such 

infonnalion that has been put together since passage of the 1970 

Amendments to the Bank Holding Company Acl The holding 

companies included in the series are: 

• BuikAmerica Corp, ■ Citicorp. • Manufacturers Hanover Corp. 

• Chemical New York Corp. ■ First Chicago Corp. • Security Pacific Corp. 

• First National Boshhi Corp. • Firsi PennsyKania Corp. 

• Philadelphia Nicionil Corp • NCNB Corp. • Giinw * Southern National Bai 

• PiiDburgh National Corp. • Fidelcor, Inc. 

These IJholdingcompanieswere selected because rhcii anchor bank 
was one of the ^ largest in the nition and because their subaidiaries 
had more than 15 offices outside of the bank's home stale. 
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[Reprinted from American Banker, Feb. B. lOTOj 

92 FiDELCOR Non-Bane Unitb in 10 States 

(By Michael Quint) 

New York. — The $2.9 billion-asset Fideloor Inc., Philadelphia, Pa., holding 
company for the $2.3 billion-deposit Fidelity Bank, hH.t non-bank subaidiariCH 
with 92 offices in 10 statea, not counting offices in the Phil&dclpliia area where it 
is headquartered. 

In addition, Fidelity Bank has 82 offices in southeaatem Pennsylvania and an 
Edge Act subsidiary in New York. The bank also maintains a roprcsentativo 
office in Los Angeles. 

The non-bank subsidiaries of the holding company are engaged in the buslncsn 
of consumer finance, including second mortgage lending, selling and reinsuring of 
credit-related insurance, commercial finance, mortgage banking, real ustat'! 
advisory services, management consulting, data processing services, and small 
business investment. 

The most geographically dispersed of the non-bank subidiariea is Local Finance 
Corp., a Providence, R. I. based consumer finance company with 76 offices in 
Rhode Island, Massachusetts, Pennsylvania, New Jersey, North Carolina, Soutli 
Carolina, and Florida. The offices in Pennsylvania are not in counties where 
Fidelity Bank is permitted to branch. When the consumer finance company was 
acquired with Fed approval in May, 1973 it had 68 offices in all the above states 
except Florida. 

At one time Local Finance had 21 offices in Florida, all opened de novo and 
approved by the Federal Reserve between October, 1973 and February, 1974. 
However, since mid-1975 consolidations and closings of these olBcefl have reduced 
the number to 12. In the same period Local Finance closed two offices In 
New Jersey. 

The Federal Reserve approvals for the Local Finance offices in Florida said 
they were engaged in a general consumer finance company business, including 
making second mortgage loans, and selling credit related life, accident and health 
insurance and selling casualty insurance on collateral securing loans. 

The second mortgage lending activity is conducted in other states where Local 
Finance has offices, but it is through Local Mortgage Corp., a company Fidclcor 
created to specialize in that activity. Local Finance offices might make some 
second mortgage loans, but it is a minor part of their business, a holding company 
official said.. 

Local Mortgage, headquartered in Atlanta and with active offices in Edison, 
N.J. and Columbia, 9.C., was approved by the Federal Reserve in Octolicf, 
1973. It was initially organized as a subsidiary of Local Finance but later was 
spunout of that company. 

Besides making second mortgage and home improvement loans at the retail 
level. Local Mortgage purcha.ses first and second mortgage loans in bulk from other 
dealers, especially in the southeast. It does not originate first mortgage loans. 

Because of state laws the holding company was required to obtain Federal 
Reserve approval for Local Mortgage to opierate in each of the Local Finance 
offices in New Jersey, Rhode Island, Massachusetts and North Carolina, In 
South Carolina approval was obtained for an office in Columbia where no Local 
Finance offices existed. Approvals for the Local Mortgage activities in these 
states were obtained during the first quarter of 1974. 

At one time Local Mortgage had its own offices in the Boston area; Edison, 
K.J.; Greensboro, N.C.; Columbia, S.C., and Atlanta. A spokesman for Local 
Mortgage said that although the company continues to maintain licenses ft 
operate in Mas.sachusetts, and North Carolina; the Boston and Greenrfxiro 
offices have been closed. 

In .Atlanta the activity of the Local Mortgage office was described as "making 
or acquiring, for its own account or for the account of others, loans and exten^ns 
of credit. such as would be made by a mortgage or fiuance company, such &• first 
and second mortgage loans including home modernization contracts; servicing 
all °uch loans or extensions of credit to the extent that such business will b« 
(^inducted at and out of Atlanta, Georgia office." 

The Local Finance offices sell credit related life, accident and health ineuranc;, 
according to a hiding company spokesman, and in most states reinsure Uiese 
policies through Moster Life Insurance Co., a subeidiarj- tA Local Flnanw!. 
In the case of the Florida offices, which were approved by the Federal Reserve, 
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aitles of both credit related life, accident and health insuraDce as well as casualty 
insurance on property used as collateral for loans was permitted. la December, 
1973 permission was given to reinsure the credit life, accident and health policies 
through Master Life. 

The Fed approvals for the Local Mortgage offices also permitted sales credit 
life, accident and health insurance and casualty insurance on collateral securing 
loans. The approvals also permitted reinsurance of the credit life, accident and 
health insurance in most states where it operates. Sales of mortgage redemption 
insurance were also permitted through Local Mortgage in Rhode Island, The 
offering and reinsurance of joint coverage on credit iSe insurance covering co- 
signers and co-makers was permitted in Rhode Island and North Carolina. Local 
Mortgage in Massachusetts was permitted to sell credit life, accident and health, 
mortgage hfe and disability, accidental death and dismemberment insurance, and 
casualty insurance on collateral for loans. Though Master Life Local Mortgage 
was permitted to reinsure the consumer type credit life, accident and health in- 
surance sold in most states. 

When the Federal Reserve approved Fideloor's acquisition of Local Finance, 
it attached the condition that the casualty reinsurance subsidiary. Plantations 
Insurance Co. must be divested. Also, the Fed required that sales of level credit 
life insurance be sold only as a convenience, so long as the premium income of 
these sales was not a significant portion of all the premium income of the holding 
company. 

Reinsurance of credit-related insurance for consumer type loans of the bank 
through Master Life Insurance Co. was permitted in October, 1975 after obtun- 
ine Fed approval. 

In late 1974 the holding company obtained Fed approval for the Wayland 
Agency, Inc. to act as an agent for credit-related insurance sold by Local Finance 
in Florida. According to a holding company spokesman Wayland functions only as 
an agent for sales of casualty insurance, specifically fire. 

Trefoil Capital Corp., New York, is a commercial finance subsidiary which also 
has offices in Philadelphia and Beverly Hills, Calif. The company, formerly known 
as Commercial Capital Corp. was acquired by Fidelcor with Fed approval in 
April, 1973. In September tne similar activities of the bank were transferred to 
the new company. An official of the company said they do various kinds of asset- 
based financing, but not straight factoring. 

The Beverly Hills office is the result of the acquisition of most of the assets of 
Keen Factors, Inc. in April, 1975. 

Local Finance, Local Mortgage, and Trefoil Capital are all owned by Fidelcor 
Financial, which in turn is a direct subsidiary of the holding company. Fidelcor 
Financial is the holding company for the three funds using subsidiaries but ia not 
a management organization, it was explained. 

Fidelcor Realty Services, Inc. New Haven, Conn, is a direct subsidiary of the 
holding company whose main activity is providing real estate financing servioeB. 
Until January, 1976 the company was known as CCT Financial Services Corp. 
The company, which has only the New Haven location, was created de novo and 
was approved by the Fed in September, 1973. It is 20% owned by Connecticut 
Commercial Travelers Mutual Insurance Co., New Haven. 

In permitting CCT Financial in February, 1975 the Federal Reserve described 
its activities as "acting as investment or financial advisor to the extent of provid- 
ing portfolio investment advice, particulary in real property interests; and sell- 
ing insurance protecting the collateral securing the extensions of credit that CCT 
or some other direct or indirect subsidiary of Fidelcor has made including builders' 
risk insurance which may include habiUty insurance sold in conjunction with the 
physical damage insurance contained in and as part of such builders' risk policy 
package, as a matter of general practice." 

Fidelcor Realty is not a direct lender, but docs act as a middleman for real 
estate and commercial financial transactions, and provide bookkeeping services. 
These activities arc aimed at thrift institutions and commercial bank customers 
of CCT Mutual in Connecticut and Rhode Island. 

The mortgage banking activities of Fidelcor are conducted through three major 
direct subsidiaries of the holding company Latimer & Buck, Inc., and Latimer 
A: Buck Mortgage Co., both of Philadelphia; and New York Urban Servicing Co., 
Inc. Latimer Buck, Inc. was acquired by the holding company in November, 
1969 and must be approved by the Fed before the end of 1980 or else be divested. 
Latimer & Buck, Inc. and New York Urban Servicing are primarily engaged 
in origination and servicing of mortgages for large, income producing projects. 
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ipany. New York Urban Servicing 
i and haa only one office in New 

York. 

Id approving the NYUS acquisition the Fed allowed the company to continue 
to service some sale-teaseback CransactLons for real property. The Fed noted that 
in the agreements the lessor recovered it« costs during the Intitial term of the lease 
and that the lessors interest was generally ended within 60 years. 

Latimer & Buck, Inc. has only one ofGce in the Philadelphia area. 

Latimer & Buck Mortgage Co., formerly known as Trefoil Mortgage Co. is a 
direct subsidiary of the holding company with offices in the Philadelphia area, 
Miami, and Cherry Hill, N.J. The company was created at the end of 1971 with 
Fed approval as the bank spun-out its mortgage banking activities. The com- 
pany originates and services residential mortgages, provides construction financ- 
ing, and administers the mortgage portfolio of FideUty Bonk. 

Latimer & Buck Mortgage was permitted by the Fed to sell life and disability 
insurance to persons with a mortgage originated or serviced by a Fidelcor 
subsidiary. 

A spokesman for the holding company observed that although the bank still 
originates a small amount of mortgages, the bulk of those activities have been 
transferred to the non-bank subsidiary. 

Latimer & Buck Advisors, Inc. is a real estate advisory firm which provides 
advice to Fidelco Growth Investors, a publicly owned real estate investment 
trust. This is the only activity of the company, wliich is owned 50/50 by the 
holding company and Latimer A Buck, Inc. 

Fidelity Computer Services, Inc. is a direct subsidiary of Fidelity Bank provid- 
ing computer services to financial institutions. The company, which has two 
offices in the Philadelphia area, was created in January, 1972 after obtaining 
Federal Reserve approval the previous month. 

An earlier company. Fidelity Optimation Services, Inc., was spun-out of the 
bank and approved by the Fed, but was incorporated into the new Fidelity Com- 
puter Services. 

Fidelity Computer sells information systems to banks which have their own 
computer equipment, systems and computer use to banks that do not have a 
large investment in hardware, and optical scaning services. 

Fidelco Associates, Inc. is a general consulting firm created in November, 1970 
and ia a direct subsidiary of the holding company. The company has not yet been 
approved by £he Fed, so such approval must be obtained by the end of 1980 or 
else it must be divested. The Federal Reserve haa not yet determined that general . 
management consulting services for companies other than affiliates of the holding 
company is a banking related activity permitted to bank holding companies. 

Fidelity Credit Corp. is a direct subsidiary of the holding company that sells 
commercial paper and lends the proceeds to other subsidiaries of the holding com- 
pany. The company which was created in 1969 has not been approved by the 
Federal Reserve. 

Trefoil Investment Corp. makes equity investments in companies, but is not a 
licensed Small Business Investment Company, It is jointly owned by the boldii^ 
company and by Latimer & Buck Advisers, Inc. The company was organised in 
1969 before the 1970 Amendments to the Bank Holding Company Act, so Federal 
Reserve approval Is necessary if it is to be retained beyond 1980. 

In late 1975 Fidelity Bank announced that it intended to join the Interbank 
Card Association, Inc. licensor of Master Charge credit cards. According to a 
spokesman for the bank ttiey intend to mail letters advising customers of the 
card's availability soon, but applications are not yet being accepted. The credit 
card accounts will be serviced through a division of the bank, a holding compay 
official s^d. 

Fidelity International Bank is a direct subsidiary of the bank located in New 
York. Thp Edge Act corporation makes investments in foreign companies as well 
as performing foreign-related banking activities. Fidelity Bank's interest in the 
Edge Act started in 1971, a company official said, and by 1974 the Edge Act was 
wholly owned by the bank. 
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[Reprinted (roni Araerlctin Banker. Jan. 21, 19T6] 

35 NoNBANK Ofpicbb Opbbated in 15 States by 

Pittsburgh National Cobp. Sobsidiabies 

(By Michael Quint) 

New York. — The $2.8 billion-asset Pittsburgh National Corp., holding com- 
pany for the S2.2 billion-deposit Pittsburgh National Bank, has nonbank sub- 
sidiaries with 35 offices in 15 states, not counting Pittsburgh where its main 
offices are located. 

The bank, besides 102 offices in six counties in southwestern Pennsylvania, 
controls an Edge Act corporation. By moving its legal residence from Pittsburgh 
in Allegheny County to Jeannettc in Westmoreland County in 1973 the bank in- 
creased its branching area to nine counties, but so far has offices in only six of them. 
Pennsylvania law permits branching in counties contiguous to that where the 
bank has its headquarters. The bank also has an office in New York City to keep 
closer contact with the securities markets. 

The only subsidiary of Pittsburgh National Corp. with any geographic spread is 
The Kissell Co., a Springfield, Ohio, mortgage banking company with 35 offices 
in 16 states. Kissell was acquired in November, 1969, and the Fed gave the hold- 
ing company permission to retain the shares in October, 1974, 

A spokesman for the holding company said that the activities of the mortgage 
banking firm have not been broadened into any new product lines since the acqui- 
sition. He noted that some of Kissell's activities, such as land development, were 
terminated because it was not a permissible activity for a bank holding company. 

Since its acquisition by Pittsburgh National Corp., Kissell has expanded throu^ 
both opening new offices and purchasing the mortgage servicing portfolios of 
several smaller mortgage banking companies. 

When the Fed approved the application by the holding company to retain 
Kissell, it noted that since the affiliation with Pittsburgh National the mortgage 
banking company had added seven offices in five states. At the time of approvalthe 
company had 28 offices in 14 states according to the Federal Reserve, compared 
with 17 offices in seven states when the companies announced the planned acqui- 
sition in March, 1969. 

The first offices approved by the Federal Reserve were in Columbus, Ga.; 
Houston, and Concord, Calif., in May, 1975; followed by San Diego, San Francisco 
and Sacramento, Calif., in June, The California offices were for a new company 
called Kissell Finance, Inc, a subsidiary of Kissell Co. In August, 1975, approval 
was received for a new office in Las Vegas and in September, 1975, another San 
EHego office was permitted. Currently the holding company has pending an 
application to consolidate two of its Cahfornia offices. 

Companies whose mortgage service portfolios have been acquired by Kissell 
include Kennelly-Dugan Co,, Phoenix, in September, 1970; Houston Mortgage 
Co., in December, 1970; Thomas S. Hargesheimer & Co., Jenkintown, Pa., in 
April 1971, and Jackson-Cross Co., Philadelphia, in June, 1972. 

More recently in the first quarter of 1974 the mortgage banking firm acquired 
part of the mortgage servicing portfolios of McMillan Mortgage Co., Los Angeles 
and R. H. Lapin & Co., Inc., San Francisco. 

Kissell has been unsuccessful in two other attempts to acquire existing mortgage 
banking companies. In April, 1974 the Fed denied an application for Kissell to 
acquire Buhler Mortgage Co., Inc., Sacramento, because it would eliminate exist- 
ing competition. The Fed claimed that Kissell had the resources to expand its 
California operations de novo. 

In August, 1974, Kissell obtained approval to acquire Central Mortgage & 
Investment Co., Colorado Springs. The company also had offices in Denver and 
Pueblo, Colo. The acquisition was never consummated because the companies said 
by the time Fed approval was obtained they could no longer agree on a purchase 
price. The acquisition was announced in March, 1973, and was approved by the 
Fed in August, 1974. 
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Fitteburgh National Mortgage Corp. is another direct subsidiary o( the holding 
company with offices only id Pittsburgh. When it was approved in January 1973, 
the Fed described the new company as an "entry into mortgage banking which 
includes making and selling mortgages for its own account and the accounts of 
others." A company official explained the Pittsburgh National Mortgage functiona 
as a. middle-man in the making and placing of short- and long-term commitmentA 
for commercial properties. 

FINACO, Inc., is a direct subsidiary of the holding company which acts as 
agent for sales of group life, accident and health insurance related to estenaione of 
credit by the bank. The activity is the same as was conducted by BankerB Insur- 
ance Services, Inc., an earlier subsidiary approved by the Fed in July, 1873. 
The name was changed when the holding company learned that others were already 
using it. 

The initial application for the insurance agent activity described the pro- 
posed company as acting as an agent for any insurance directly related to credit 
or other financial service extended by an affiliated bank or bank-related company. 
In addition it would sell insurance when it was a matter of convenience to the 
purchaser. Also, the proposed company would have sold any insurance in a com- 
munity with a population less than 5,000 or that had demonstrated inadequate 
agency faciUties. 

That first application, received by the Fed in December, 1972, was first delayed 
and then reactivated with a different description of activities. In July, 1973, it 
was described as acting as agent for credit-related life, accident and health 
insurance, mortgage redemption insurance, physicial damage insurance on cer- 
tain items of tangible personal property and mobile home owners insurance on 
mobile homes. 

Although FINACO was authorized by the Fed to sell mortgage redemption in- 
surance, an official of the holding company noted that the company does not 
act as an agent for sales of mortgage redemption insurance to customers of The 
KisseU Co. 

In May, 1975, the Fed gave PINACO approval to engage in the new activities 
of "makmg, acquiring and servicing of loans and other extensions of credit for 
its own or others account." An o^cial of the holding company observed that this 
could cover a wide range of commercial lending activities, but that current plans 
were for the subsidiary to originate and package loans, primarily mobile tome 
loans, and then to service these loans tor investors. 

Pittsburgh National Discount Corp., formed in 1972, is a subsidiary of the 
holding company which sells its own commercial paper. Most of the proceeds of 
the commercial paper sales, which are guaranteea by the holding company, are 
advanced to KisseU Co. 

Pittsburgh International Finance Corp. is a direct Edge Act subsidiary of the 
bank formed in 1964. Its main activity is making investments in foreign companies. 

Pittsburgh National Bank is a card-issuing member of National BankAmericard, 
Inc., licensors of BankAmericard. These accounts are serviced intemaUy through 
a division of the bank. 
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(By Michael Quint) 

New York.— The $2.2 billion-deposit Citizens and Southern National Bank, 
Atlanta, has non-bank subsidiaries which it owns through & subsidiary holding 
company with 40office3 in nine states; plus its headquarters. 

Besides the 91 offices of CAS National itself, the holding company called CAS 
Holding Co. controls another eight Georgia banks with a total of 37 offices. 
The national bank also controls Edge Act corporations in Miami and New Orleans 
and maintains corporate services in New York, lios Angeles, and Chicago. 

The non-banking activities are conducted through subsidiaries of the hold- 
ing company. Tbese companies, which have all been approved by the Federal 
Reserve Board, are engaged in the businesses of consumer finance, mortgage 
banking, factoring, leasing, offering investment counseling and providing trust 
services, underwriting insurance, and providing data processing services. 

The most geographically dispersed of the holding company^ subsidiaries is also 
the newest^the Citizens and Southern Finance Co. with 19 offices in six states. 
The company was known as Ison Finance Co. before being acquired in May, 1974, 
after receiving Fed approval in April of that year. 

Earlier, in January, 1974 the Fed denied a bid by the bank and holding company 
to acquire the finance company because of possible adverse effects on competition 
and an agreement between the companies to limit future competition. 

Since acquiring Ison Finance, a CdiS official explained that they have been 
unable to introduce new product lines such as mobile home, small appliance or 
second mortgage lending mentioned in its application to the Fed, because of 
economic conditions and costs of funds. 

The Fed's approval contained a condition that the Atlanta and Macon, Ga, 
offices of the finance company be divested by May 24, 1976. According to a 
C&S official they intend first to extend that deadline and then have the order 
changed. There are no buyers for those offices except by steeply discounting the 
value of their receivables, it was explained. 

The 19 finance company offices are linked to headquarters by the Action 
system, a computer program and network of installations provided by Control 
Data Corp. This computer system was installed after the purchase of Ison by 
the holding company. 

The Citizens and Southern Mortgage Co., with 12 offices in four states was 
created in 1973 with the Fed's approval from the mortgage banking department 
of the bank. Besides the existing offices of this subsi<Sary, C&S obtained Fed 
approval for over 10 offices during 1973 which it did not open or else opened for 
a short time. 

An official of the holding company explained that many of the offices which 
they applied for were to be offices of the mortgage banking company, but that 
their initial activity was to be primarily making second mortgage loans. 

Outside of Georgia, C&S received approval during 1973 for offices in Hilton 
Head Island, S.C. and Birmingham, Ala., which it opened but then closed. It never 
opened offices in Orlando, Fia.; Greensboro, N.C., Mobile, Ala.; Alexandria, 
Va.; Towson, Md.; and Jackson, Miss, though it received permission to do so. 
During the last year the holding company closed offices in Dalton and Valdosta, 
Ga. and Charlotte, N.C. Also, the headquarters were relocated to Tucker, Ga. 
an Atlanta suburb. 

The approved offices were never opened because of conditions in the real 
estate market and the fact that they would not be immediately profitable, even 
if they were to concentrate on second mortgage lending. 

The mortgage subsidiary of C&S Holding Co. makes available mortgage re- 
demption insurance to its customers through Citizens and Southern Agency. 

The bank is involved in mortgage banking only to a minor extent since the 
separate subsidiary was created, officials of the holding company said. 

The mortgage company advises C&S Realty Investors, a publicly owned rea] 
estate investment trust. 

C&S Factors, Inc., is a subsidiary of the holding company with offices in Atlanta 
and DaltoD, Ga.; Charlotte, N.C, Los Angeles and New York, The company 
was created with Fed approval out of the factoring department of C&S National 
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Bank, which in turn was stated after the acquisition of Joel Hart Factors by the 

bank in 1965. 

Citizens & Southern Equipment Leasing, Inc., with one office in Atlanta is the 
successor to the leasing activities of first the bank and then the factoring sub- 
sidiary. The company was organized with Fed approval as a subsidiary of the 
holding company in April, 1974. CAS received approval for another equipment 
leasing offiee in Dallas in March, 1974, but that office has been closed. 

Citizens & Southern Investment Counseling, Inc. provides investment manage- 
ment services from offices in Atlanta, and Miami. The company was created with 
Fed approval in late 1971 when the activity was spun out of the bank and into a 
separate subsidiary of the holding company. A major activity of the company is 
providing investment advice to the trust department of C&S National Bank. 
It offers advice to other bank trust departments, individuals and institutions. 

CAS Investment Counseling at one time had additional offices in Birmingham, 
Ala.; Hilton Head Island, S. C.; and New Orleans, but these offices were closed in 
1975. The South Carolina and New Orleans offices are still chartered, but are now 
inactive and maintain only a telephone answering service. 

Coastal and Southern Corp. is an active subsidiary of the holding company that 
was approved by the Fed in July, 1973. The company was to operate a trust busi- 
ness on Hilton Head Island, S. C. An official of the holding company noted that 
plans for Coastal A Southern are indefinite. He noted that its proposed activities 
were different than Investment Counseling since Coastal A Southern was to have 
trust powers enabling it to handle wills and estates. 

Citizens & Southern Life Insurance Corp. is a subsidiary of the holding com-^ 
pany engaged in under writingcredit life and disability insurance placed by other 
CAS National bank affiliates. The insurance company is the successor to American 
Southern Life Insurance which CAS acquired after obtaining Fed approval in 
July, 1969. 

From 1969 to 1974 C&S also had a subsidiary insurance agency which acted 
as a broaker for credit related property and casualty insurance. However, the 
holding company sold the agency after encountering strong resistance to expand- 
ing its activities from the National Association of Insurance Agents. The holding 
company wanted the agency to offer general insurance services as a customer 
convenience and to write other kinds of insurance related to the provision of 
financial services by CAS National Bank or its affiliates. 

Although the direct business of CAS Agency was sold, the agency continues to 
exist, according to a CAS official, to handle sales of special types of financially 
related insurance. He said the subsidiary of the holding company acts as an agent 
for sales of mortgage redemption insurance, Ixith single and dual interest auto- 
mobile insurance, physical damage insurance on mobile homes, and insurance for 
dealers involved in the sale of sales finance contracts. 

The two Edge Act corporations are organized as subsidiaries of the anchor 
bank. They are Citizens A Southern International Bank, Miami, organized in 1969 
and Citizens and Southern International Bank of New Orieans, organized in 1971. 

Besides the anchor bank, there are eight additional Georgia banks in the CAS 
system. These banks are controlled by the holding company. They are: The Citi- 
zens A Southern DeKalb Bank, Avondale Estates; the Citizens A Southern Bank of 
DubUn; The Citizens and Southern Bank, East Point, the Citizens A Southern 
Emory Bank, Decatur; The Citizens A Southern Newnan Bank; the Citizens A 
Southern Bank of Thomaston ; and the Citizens A Southern Bank of West Georgia, 
La Grange. 

Besides these banks, which the holding company controls, it held more than five 
percent of the stock in another 25 Georgia banlis. Six of these banks are being 
merged into the eight controlled banks, after htigation with the Justice Depart- 
ment that finally reached the Supreme Court. Stock of the other 19 banks is held 

■ trustees of the C&S pension and profit sharing funds who are manapng sales 

the stock to the public. There is no deadline for sale of the stock. CAS officials 
noted that the company no longer has any control over the stock or its disposition. 

Of the six banks affected by the Supreme Court decision, the Citizens A Southern 
Bank of Chamblee, Citizens A Southern Park National Bank, Citizens A Southern 
South DeKalb Bank and Citizens A Southern Bank of Tucker were merged 
into Citizens A Southern Emory Bank. Citizens A Southern Bank of North 
Fulton and Citizens A Southern Bank of Sandy Springs were merged into the 
Citizens A Southern Bank, East Point. 

Citizens A Southern Data Processing, Inc. is a subsidiary of the holding company 
with five offices in Georgia. The first of these offices was approved by the Fed in 
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May, 1073. The Fed'a approval deacribe the aotivitiee aa providing bookkeeping or 
data processing services for the holding company and ita subaidiarieB aa well as 
providing banking and financial related services to others. 

Citizens & Southern Servicing Co., Atlanta is a subsidiary of the boldiiiK com- 
pany that services mobile home loans. The company, waa approved by the Fed 
in October, 1973. Besides originating and packaging the loans originated through a 
network of 35 dealers in 228 locations in ibe Southeast, the company also sells the- 
loans to investors and retains the servicing. 

Citizens & Southern Financial Coip. was a subsidiary of the holding company 
that was liquidated in November, 1974. The assets of the company, primarily re- 
tail sales finance loans were sold to the various offices of CJcS National Bank. 

Citizens & Southern Credit Service Corp. is another subsidiary that has ceased 
to function. This compa^, which was active from 1968 to 1971, insured the small 
business loans made by C«S correspondents. 

Citizens & Southern Community Development is in the process of liquidaUon, 
and is honoring its old commitmenta, but not taking any new projects. The sub- 
sidiary of the holding company was involved in making second mortgages, email 
business loans tor minority businesses and developing low-income housing. 

Citizen & Southern Capital Coni. was a small business investment company 
formed in 1959. It was switched from a subsidiary of the bank to the holding 
company in 1973. 

A spokesman for the holding company noted that the bank's pohcy on small 
business loans is currently to handle them through the lending division of the bank. 

C&S National Bank also maintains corporate service offices in New York, Loa 
' Angeles and Chicago. 
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[RepriDted from the American Bnnker, Jan. 6. 19Tfl] 

NCNB's 122 NoNBANK Officbb in 7 States 

(By Michael Quint) 

New York. — The $3.7 bilhon-asset NCNB Corp., holding company for the 
$2.6 billion-deposit North Carolina National Bank, Charlotte, has domestic non- 
bank aubaidiaries with 122 offices in seven states plus its headauarters in Charlotte. 
In addition the anchor bank has 163 bankinn offices in 54 North Carolina cities 
and controls an Edge Act corporation in New York. North Carolina permits 
statewide branching. 

The nonbank companies within NCNB Corp. are active in the fields of consumer 
finance, mortgage banking, selling credit related insurance, leasing, factoring, 
providing trust services, and real estate advice. 

The holding company must obtain Federal Reserve Board approval to retain 
the consumer finance company, the largest of the mortgage banking subsidiaries, 
and the factoring company. If this approval is not received by the end of 1980, 
the companies must be divested. 

TranSouth Financial Corp., Florence, S.C., a consumer finance company with 
97 offices in North Carolina, South Carolina, Tennessee and Virginia, is the moat 
geographically dispersed of the subsidiaries. The company was acquired by 
NCNB Corp. in June 1969, when it was known as Stephenson Finance Co., Inc. 
It is organized as a direct subsidiary of the holding company which must obtain 
Federal Reserve Board approval by the end of 1980 or dse divest itaelf of Tran- 
South. 

When NCNB Corp. acquired TranSouth, the consumer company had 59 
offices. Since then it has added 29 offices through acauisttions and 10 offices which 
it opened de novo, a holding company official said. None of tiie acquired offices or 
those opened de novo were approved by the Federal Reserve, though the holding 
company official noted that in the past the Fed had an operating procedure 
permitting the acquisition of some assets without obtaining prior approval. 

Two of the major acquisitions were the acquisition of Continental Acceptance 
Corp., Rocky Mount, N.C. in April 1970, and the purchase of 13 offices of Eastern 
Credit Corp. in the Tidewater region of Virginia in May 1974, A holding company- 
official noted that Eastern Credit Corp. was in receivership when it was acquired. 

In June, 1974 the holding company submitted an application to the Fed for 
the acquisition of 19 offices of Peoples Loan & Finance Corp., Marietta, Ga. 
That application was withdrawn in August, 1974 because terms of the proposed 
acquisition were not mutually advantageous for the two companies, a NCNB 
Corp. spokesman said. He added that the holding company did not receive any 
feedback from the Fed before it decided to withdraw Uie application. 

Thomas I. Storra, chairman of NCNB Corp. noted that TranSouth has not 
sought to introduce new product lines since it was acquired by the holding com- 
pany. In discussing 1974 earnings, Luther H. Hodges Jr., chairman of the bank, 
said in April, 1975 that the consumer finance company would place more emphasis 
on direct consumer lending, rather than purchased sales finance loans because 
there is more control over the direct loans and they are of a higher quality. The 
1974 annual ts .ort also noted reduced purchases of mobile home paper and paper 
secured by rarl sF;iate. 

The 97 T.-u-Jliutb offices are linked by the RAPID on-line computer system 
with teniil.i£.'.3 :e each office that immediately record ail transactions through a 
computer '.n Des Moines, Iowa. The system was purchased from Dial Finan- 
cial Ccip., Dea Moines. The central facility in Des Moines is linked to TranSouth 
headoi:!,/^:":; in Florence, S.C., and every month a tape of the transactions ar« 
siTi vO jjC Iiolding company's headquarters in Charlotte. 

1". inSyjch sells credit related insurance to Ha customers through two sub- 
si /ii„' companies, Superior Life Insurance Co. for credit related life and acci- 
t,i .1 ai.1 lealtii policies and Superior Insurance Co for credit related insurance on 
physical p:'cpe.sy. 

i'lie N^KB Mortgage Group includes three separate companies with a total of 
34 c'jiues 1:? North Carolina, South Carolina, Florida and Georgia. 

11CNB Mortgage Corp. was spun out of the bank in December, 1968, and is 
now a direct subsidiary of the holding company. The company has not been 
approved by the Fed and must obtain such approval by the end of 1980 or els« 
vc c'Tv^ted, officials acknowledged. The company has 13 offices in North Carolina 
vid ore in Orlando, fla. 
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Blanchord A Calhoun Mortgage Co., Augusta, Ga., is a mortgage banking 
subsidiary of NCNB Mortgage that was acquired in June, 1974, after obtaining 
Fed approval the previous month. The company has four offices in Georgia. 

C. Douglas Wilson & Co., Greenville, 8.C., is a mortgage banking subsidiary 
of the holding company that was acquired in August, 1972, after obtaining Fed 
approval in July of that year. The company has six offices in South Carolina. 

Since acquiring C. Douglas Wilson, the holding company obtained permission 
from the Fed to open a new office in Myrtle Beach, 8.C., in April, 1973, and also to 
act as an agent for the sale of credit related life and accident and health insurance 
to its cuatomera. 

All three of the mortgage banking companies are engaged in similar business and 
have many of the same investors who purchase the morgages they have originated. 
Holding company officials noted that the servicing of NCNB Mortgage and 
C. Douglas Wilson has been merged while Blanchard ft Calhoun's servicing re- 
mains independent. The activities of the companies are coordinated, but each 
maintains its separate corporate identity and keeps its own financial agreements. 
The companies do make credit related insurance available to their customers. 

Holding company officials noted that there is little mortgage banking activity 
within the bank since it transferred those activities to NCNB Mortgage Corp. 

NCNB Leasing Corp. is a direct subsidiary of the bank with three offices in 
North Carolina and one in Atlanta. The company was organized in August, 1973, 
and holding company officials said they have no plans to organize it as a subsidiary 
of the holding company. As a subsidiary of the bank, the leasing company does not 
need approval by the Fed. 

Officials noted that the leasing company actually makes the leases and docs not 
function just as a marketing arm. They noted that nearly all the leasing activity 
within the holding company is channeled through the leasing company. 

NCNB Leasing had at one time an office in Phoenix, Ariz., but in June, 1974, it 
was closed. Mr. Storrs noted that the Phoenix office did not fit the holding com- 
pany's policy of concentrating its efforts in areas contiguous to its current markets. 

NCNB Financial Services, Inc., Charlotte, is a factoring subsidiary of the hold- 
ing company formerly known as Factors, Inc. The company was acquired in 
March, 1970, but must still obtain the Fed's approval by the end of 1980 or else be 
divested. The name was c'langed in 1971. 

Trust Co. of Florida, Orlando, is a subsidiary of the holding company that 
provides trust, estate and investment management services. NCNB acquired 
the company in July, 1972 with Fed approval. The Florida chartered trust com- 
pany is a nondepository fiduciary that provides general trust services. Besides its 
pension and profit sharing accounts, the trust company acted as the trust depart- 
ment for 12 small banks in central Florida at the time it was acquired. The com- 
pany does not provide stock transfer services. 

NCNB Corp. has plans to open another nondepository trust company in 
Camden, S. C, and has already obtained the necessary approval from the Fed, 
The proposed company, American Trust Co., Inc., was delayed by a legal dispute 
concerning the South Carohna legislature's right to enact laws prohibiting any 
corporation controlled by an out-of-state corporation from serving as executor, 
administrator or testamentary trustee in the state. 

NCNB Corp. sought a Federal court ruling that the South Carolina laws 
denied equal protection of the laws in violation of the 14th Amendment to the 
U.S. Constitution. In September, 1974 a District Court permanently enjoined 
South Carolina officials from prohibiting American Trust's operations and in 
December, 1974 the Court of Appeals remanded the matter to the Fed. The Fed, 
which had first approved the application to the extent permitted by South Carolina 
law in March, 1973, approved the new trust company again in May, 1975 and later 
extended the date for starting the company to Jan. 29, 1976, A spokesman for 
NCNB said they still plan to start the new trust company but doubt that it will 
occur before the January deadhne. 

NCNB Tri-South Corp., is a subsidiary of the holding company which owns 
one-third of Tri-South Management Associates, the investment adviser to Tri- 
South Mortgage Investors, a pubhcly owned real estate investment trust based 
in Atlanta. The advisory company was formed in September, 1970 and still needs 
Fed approval. 

NCNB International Banking Corp^ New York is an Edge Act corporation 
organized as a subsidiary of the bank. The company received final approval from 
the Fed in June, 1973. 
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North CarolinEi National Bank Is a member of National BankAmericard, Inc., 
licensor of BankAmericard. Servicing of these accounts is conducted internally 
through a division of the bank. 

The bsnk ia also active as an investment adviaor. Since April, 1973 it has been 
the advisor and manager of Hatteraa Income Securities, Inc., a closed end mutual 

Until December, 1975 the holding company was active as an investment 
advisor through BuUock-NCNB Co., a joint venture with Calvin Bullock Ltd., 
New York. Since ita formation in August, 1971, the company, which NCNB Coip., 
had a 50% interest in, provided investment management and counseling for 
pension plans, profit stiaring plans and tax-exempt institutions. 

Mr. Starrs explained tliat tne joint venture was dissolved l>ecause it was found 
that customers wanted an investment advisory service associated with the bajik. 
The company was origin^y formed because the bank trust department was 
losing some business to investment management firms that offered advice but no 
trustee services. 

American Commercial Agency, Inc., is a general insurance agency that was a 
subsidiary of NCNB Corp., from January, 1969 to January, 1974, when it was 
sold to Collier, Cobb & Associates, Chapel Hill, N.C. Holding company officials 
noted that the insurance agency was sold because of rulings of the Federal Reserve 
Board limiting bank holding companies to writing only credit related insurance. 
Separating ihe insurance agency from the holding company would "allow American 
Commercial to continue to grow in the most efficient, aggressive and profitable 
manner," they explained. 
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(By Michael Quint) 

New York. — The S4.1 billion-aaset Philadelphia National Corp., holding 
compaay for the $2.9 billion-deposit Philadelphia National Bank, has domeBtic 
nonbank subsidiaries with 94 ofhces in 15 states, plus its headquarters offices 
in Philadelphia. 

In addition, the bank, which is the 26th largest in the nation, has 75 offices in 
six counties of southeastern Pennsylvania. Pennsylvania law limite the bank to 
branching only in counties contiguous to that of its headquarters. The bank also 
controls Edge Act corporations in Philadelphia and New York. 

The nonbank subsidiaries of the holding company are engaged in consumer 
finance, mortgage banking, selling credit-related insurance and reinsuring insur- 
ance pohcies of its customers, offering real estate advice, factoring and other 
forms of commercial finance, securities trading, and investment management. 

The consumer finance, factoring and some of the mortgage banking activities 
have been approved by the Federal Reserve. The largest part of the mortgage 
banking activity, as well as small companies engaged in securities trading And 
providing investment management services, are organized as subsidiaries of the 
bank and do not require the Fed's approval, under current law. 

The most geographically dispersed nonbank subsidiary of Philadelphia National 
Corp. is Signal Finance Corp., a Pittsburgh-based consumer finance company 
with 75 offices in 11 states. The company, formerly known as Signet Corp., haa 
offices in California, Delaware, Maryland, Massachusetts, New Hampshire, New 
York, North Carolina, Ohio, Pennsylvania, Vermont and Virginia. The Fed 
approved the acquisition of Signal Finance in June, 1973. 

Besides consumer installment loans and purchasing of sales finance contracts, 
the activities of Signal have been broadened since its acquisition to include more 
fund-raising at the retail level, selling automobile leases, and second-mortgage 
lending. 

When Signal was acquired, its subsidiaries included a California thrift and loan 
association. This subsidiary has been expended since then by opening offices in 
Visalia in February, 1974, and in Stockton, in November, 1974. An official of 
Signal noted that the California ofiices sell thrift certificates. 

In approving the new oflUces, the Fed described their activities as "making 
installment loans, purchasing and selling conditional sales contracts, trust receipt)^ 
chattel mortgages, and secured or unsecured choses in action, and generally 
engaging in the business of an industrial loan company; selling credit life, credit 
accident and health insurance, fire and casualty insurance in connection witli 
Signal's industrial loan business, and reinsuring such insurance except for the fire 
and casualty business." 

Besides sales of thrift certificates through its California offices, Signal hw 
been gathering funds at the retail level since the start of 1975 through salea of 
one- and five-year notes with E500 minimum purchases. The company haa 
registered $20 million of the notes with the Securities and Exchange CommiaaioD 
and is selling them from its offices in Pennsylvania, New York, MasBacbuaetta, 
New Hampshire and Vermont. 

In October, 1974, the Fed gave permission for 10 Signal Finance offices in 
Pennsylvania to engage in "advertising offering and preparing motor vehicle 
leases and generally acting as agent for a lessor in the leasing of motor vehicles." 
In June, 1975, permission was given to expand the activity to 16 other Signal 
offices in Pennsylvania. Officials of the holding company noted that the actual 
lessor is National Fleet Leasing Corp., Pittsburgh, which is identified in advertie> 
ing for the service. 

Besides relocation of some offices. Signal obtained Fed approval for a new 
office in Washington, Pa., in March 1975. 

Another activity started since the consumer finance company was acquired 
by the holding company was second mortgage lending in the Ohio offices. The 
Fed approved the new activity in January, 1974. 

Also, the holding company received approval to sell credit life insurance related 
to the second-mortgage lending activity of the Ohio offtcea. It was also authoriaed 
to reinsure the credit-related insurance policies through subsidiaries of Signal. 
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The selliDK of insurance and reinsurance of the policies was also extended to the 
Virginia offices of Signal, with the Fed's approval, in June, 1974. 

Besides acting as an agent for sales of creoit-related life and disabiUty ii 
Signal has two subsidiaries that reinsure policies sold to customers of the ci 
finance company. 

These companies are called Patrick Henry Insurance Co. and Patrick Henry 
Life Insurance Co. In some states Signal acts as an insurance agent through the 
Grabuck Agency, Inc., a subsidiary. 

The mortgage banking activities are conducted through both subsidiaries of the 
holding company and the bank, though the most significant are the Colonial 
Mortgage Service Co. and the Colonial Mortgage Service Co. of California sub- 
sidiaries of the bank. Both have headquarters in Philadelphia and they have a 
total of 15 offices in eight states. 

The two Colonial Mortgage Service companies have reduced the number of 
their offices in 1975 because of conditions in the real estate market, especially 
income-producing commercial properties. In 1975 they have either closed or are 
in the process of closing an office in the Los Angeles area and offices in Miami, 
Tucson and Phoenix. 

Customers of the Colonial Service companies are offered mortgage redemption 
insurance through an independent company called Colonial Western Agency, Inc. 
This insurance agency was affiliated with the mortgage baniting companies before 
their purchase by Philadelphia National but was not included in the purchase. 

Colonial Advisers, Inc., Philadelphia, is a subsidiary of Colonial Mortgage 
Service Co. Its only function is to provide investment advice to PNB Mortgage 
and Realty Investors, a publicly owned real estate investment trust. 

As subsidiaries of Philadelphia National Bank, Colonial Mortgage Service 
companies do not require Federal Reserve Board approval, under current laws. 
They were acquired in July 1968, before the holding company existed. 

Officials of the holding company say, however, that shifting the mortgage 
banking companies to the holding company will certainly be considered at a later 
date, though the move is not likely in 1976. A spokesman explained that current 
conditions in the real estate markets and the economy as a whole have encouraged 
them to keep the mortgage banking companies under the bank, where they are 
operated virtuaUy as a division of the bank. He noted that transfers of funds 
between the bank and the Colonial Mortgage Service companies are easier under 
that organization than if the mortgage companies were subsidiaries of the holding 
company. He also noted it is not so easy for holding companies to purchase money 

In June 1973, Philadelphia National Corp. applied to the Fed for permiBsion 
to retain the Colonial Mortgage Service companies as subsidiaries of tne holding 
company. Later, after examining the subsidiaries in light of changed conditions 
of the real estate markets and the economy, the holding company asked the Fed 
to hold the application in abeyance. The Fed replied that the application would 
be acted on unless withdrawn, so in May 1975, it was withdrawn. 

Colonial Associates, Inc., Sherman Oaks, Calif, is a subsidiary of the holding 
company that resulted from the holding company's acquisition in August 1970, 
of four small California mortgage banking firms which were then merged into 
Colonial Associates. The mortgages originated by these independent companies 
were already being sold to the Colonial Mortgage Service companies. Colonial 
Associates, acquired before the effective date of the 1970 amendments to the Bank 
Holding Company Act, was included in the June 1973, application to retain 
shares already owned, and wa-s withdrawn in May 1975. 

In April and May, 1974, Colonial Associates received Fed approval to open 
new offices in Fresno, Sacramento, and Livermore, Calif., to originate, purchase, 
sell and service real estate mortgage loans. A Colonial Mortgage Service of- 
ficial said that those offices have been closed and that Colonial Associates operates 
through the other California offices, except San Francisco. 

Colonial Pacific Mortgage Co. is a subsidiary of the holding company approved 
by the Fed in February, 1974, to operate from offices in San Diego and San 
Francisco. Although the approval described its activities as general mortgage 
banking, holding company officials said that it specialized in making construction 
loans in California. 

In August 1972, the holding company attempted to purchase Hartzler Mortgage 
Co., an Ohio mortgage banking company specializing hi residential mortgages from 
offices in Columbus and Mansfield. The Federal Reserve Board denied the ap- 
plication in November, 1973, holding that the acquisition would eliminate po- 
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tential competition in the two Ohio markets. The Board noted that Colonial 
prim&rily originated construction and commercial loans in the Columbua market, 
but had capability to expand into the marltet tor residential loans. 

Congress Factors Corp., based in New York, is a eubsidiary of the holding 
company and has another domestic office in Miami. The company was acquired 
by the bank in 1967 and in September, 1973, the Fed authorized the holding 
company to retain it. 

Besides its factoring activity, Con^^ess Factors has a subBidiarr called Con- 
gress Financial Corp., which engages in other forma of commercial finance. 

PNB Commercial Finance Corp., Philadelphia, is a subsidiary of the holding 
company engaged in maldng secured loans to businesses. The de novo company 
was approved by the Fed in June 1972. Holding company officials said that the 
company's primary activity was commercial lending, and noted it sometimes 
participates in loans made by the bank. The Fed's approval for the company 
also listed leasing of personal property and the storing and processing on computer 
of financial data as permissible activities. 

Currently the bank is the only company in Philadelphia National Corp. that 
is engaged in leasing. 

The nolding company applied to the Fed for permission to engage in leasing 
in Philadelphia and New Rochelle, N. Y., in November, 1973, but that application 
was withdrawn in March 1975. A holding company official explained that the 
proposed domestic leasing activity involved a subsidiary of Concord International, 
S.A., a company in which the bank has a minority interest through an investment 
of an Edge Act corporation. The application for Concord Iicaaing, Inc. in New 
Rochelle as well as for Philadelphia National Leasing Corp. in Philadelphia were 
withdrawn because the Concord company did not nave enough investors, the 
official continued. 

Charter Atlantic Corp., is a subsidiary of the bank which in turn owns Fischer, 
Francis, Trees & Watts, Inc., and Charter Atlantic Securities Co^ Inc., both in 
New York. After the bank acquired Fischer, Francis, Trees & Watts in 1972, 
the two Charter Atlantic companies were established. 

Fischer, Francis, Trees A Watts provides investment management services to 
tax-exempt institutions such as pension funds. Charter Atlantic Securities invests 
for its own account in high-quality bank-eligible securities. Its investments are 
primarily in Treasurys, agencies and large negotiable certificates of deposit. 
Charter Atlantic Security's activities are in addition to Philadelphia National 
Bank's own trading account and portfolio. 

Philadelphia National Bank has two Edge Act corporations, in Philadelphia 
and New York. The Philadelphia unit, called Philadelphia International Invest- 
ment Corp., is primarily a venicle for investments in foreign companies and waa 
created in 1960. Philadelphia International Bank, New York, engages in foreign- 
related banking activities and was formed in 1966. 

Philadelphia National Bank is a member of National BankAmericard, Inc., 
licenser of BankAmericard. These accounts are serviced through a division of 
the bank. 
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FiBST Penn Non-Bank Subsidiaries Have 263 Offices in 25 States 

(By Michael Quint) 

New York. — The S7 billion-asset First Pennsylvania Corp., holding compuiy 

of the $4.2 billion-deposit First Pennsylvania iiank NA, has domestic non-baiu 
subsidiaries with 263 offices in 25 states and the District of Columbia plus ite 
headquarters offices in Philadelphia. 

In addition, First Pennsylvania Bank, which is the largest in the Philadelphia 
area and the IQth largest in the nation, has 80 banking offices and one Edge Act 
corporation. Pennsylvania law permits the anchor bank to branch only in the 
six counties which are contiguous to the bank's headquarters. Outside Pennsyl- 
vania the bank maintains representative offices in New York and Chicago. 

The consumer finance and mortgage banking companies are the moat geo- 
graphically dispersed parts of the holding company. Other non-bank subaidiiuies 
are in the businesses of selling and reinsuring credit rdated insurance, providing 
real estate advice, investment management, various accounting services, ana 
securities trading and underwriting and leasing. 

John R. Bunting, chairman of First Pennsylvania Corp., has been a leading 
advocate of expandiig bank holding companies into fields besides commercial 
banking. Past acquisitions of bank holding companies amount to on embryoni;) 
nationwide branch banking system, he told the annual convention of the Financial 
Analysts Federation in mid'1974. He predicted the Federal Reserve Board would 
take a liberal atliuude towards such a change because the existing structure has 
resulted in "sick financial institutions," especially mortgage banking and savings 
Institutions. 

As legal distinctions between financial institutions are reduced, with thitfta 
becoming commercial banks, then merging with other banks, there will be a big 
development in bank diversification, he said. 

During 1970, before the amendments to the Bank Holding Company Act 
became effective. First Pennsylvania Corp. purchased its two largest consumer 
finance subsidiaries and a mortgage banking firm, as well as creating a real estate 
advisory firm and an investment management company. 

Because these companies were added before the 1970 amendments to the Bank 
Holding Company Act became effective they were not approved by the Federal 
Reserve Board. However, First Pennsylvania Corp. must obtain the Fed's per- 
mission to retain these companies before the end of 1980, or else divest itseU of 
them. The holding company has not yet submitted any applications to retain 
these companies. The activities of these subsidiaries are all of the Idnds that the 
Fed has found to be banking related in other instances. 

Because some of the holding company's consumer finance subsidiaries still need 
Fed approval, while others more recently acquired were approved by the Fed, 
First Pennsylvania Corp. has three separate consumer finance companies. 

Investors Loan Corp., Philadelphia, acquired in June, 1970 and Industrial 
Knance & Thrift Corp., New Orleans, acquired in December, 1970 both still need 
the Fed's approval by the end of 1980. Continental Finance Corp. of Amerioa, 
Aurora, Col., was acquired in August, 1973 after obtaining Fed approval in July 
of the same year. 

Investors Loan Corp. has 72 offices in Delaware, Indiana, Maryland, New 
Jersey, North Carolina, Ohio, Pennsylvania, Virginia, and West Virginia. Cur- 
rently its headquarters are in Philadelphia, although it was based in Frederi<A, 
Md. at the time of the acqmsition. 

Industrial Finance ft iTirift Corp. has 153 offices in Alabama, Arisona, Cali- 
fornia, Colorado, Florida, Georgia, Kansas, Louisiana, Mississippi, Missouri, 
North Carolina, Oklahoma. South Carolina, Tennessee, and Texas. Its offices 
are called by the "Termglan'' name. 

Continental Finance Corp. of America has 1 1 offices in California and Colorado. 
It's activities differ from ILC and IFAT in that it includes seven industrial banks 
in the Denver area. According to holding company officials, these industrial banks 
are the only consumer finance subsidiaries within the holding company that are 
seiling any kind of savings instrument. 

OfficiMa of the holding company noted that the three consumer finanqe com- 
panics use their own name for local identification and that there is a program under 
way to idenUfy them as subsidiaries of First Pennsylvania Corp. on their ex- 
terior signs. 
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The holding company has contracted with Control Data Corp., MinneapoUB to 

erovide on-line computer links between the consumer finance omcea and to the 
olding company's headquarters in Philadelphia. The system includes the account- 
ing function of each offices. The offices of Continental Finance Corp. are already 
on this system, and offices of Investors Loan Corp. are in the process of being 
converted to it. Officials said that conversion of the Industrial Finance ft Thrift 
will start soon and is planned tor completion by the end of 1976. 

All three of the consumer finance companies receive financial and administrative 
support from First Pennsylvania Financial Services, Inc. a direct subsidiary of the 
holding company. This company also owns the stock of Investors Loan Corp. 
and Industrial Finance & Thrift, meaning that technically they are indirect 
subsidiaries of the holding company. 

The lending activities of the consumer finance companies are naturally, subject 
to a wide variety of state regulations, but holding company officials noted that 
second mortgage lending was minimal and that the basic activity of the companies 
was traditional straight consumer inataJlment lending. They noted tiiat small 
business lending has become a more important activity at the Colorado industrial 
banks. 

Expansion of the consumer finance subsidiaries has been almost entirely by 
acquisition of existing firms rather than opening de novo offices. A spokesman 
for the holding company explained that although the consumer finance companies 
not yet approved by the Fed would not need permission to relocate existing 
offices, they would need permission to acquire the stock or substantially all the 
assets of existing company or to acquire stock of a new company it was establishing. 

In 1971 Federal Reserve reports show that the holding company acquired 
through its subsidiaries consumer assets and offices of existing companies in 
Lexington, Miss.; Totowa, N.J., Colorado Springs; and Dover, Del. 

In 1972, new offices were established with Fed approval in Newark. Laurel, 
and Smyrna, all in Delaware. In Louisiana, the holding company acquired the 
assets of small consumer finance companies in Houma and Ruston, La. 

In November, 1972, the Fed approved the acquisition of American Loan & Fi- 
nance Co., Hamilton, Ohio, This consumer finance company, which had 14 
offices in Ohio, Indiana, and Virginia, was in Chapter 10 reorganization at the 
time. Currently the offices of American Loan & Finance are operated under the 
Investors Loan Corp, name, but separate books are maintained because most of 
the Investors Loan Corp, offices have not been approved by the Fed. 

In 1973 three small consumer finance companies in Aliquippa, Beaver Falls, 
and EUwood, Pa., were acquired with Fed approval. These ore now operated 
under the Investors Loan Corp. name. 

In July, 1973, the Fed approved the holding company's application to acquire 
Continental Finance Corp. of America. At that time the company, which la a 
direct subsidiary of the holding company operating under ita own name, had 10 
offices in the Los Angeles and Denver areas. 

In 1974 and 1975 the acquisitions of consumer finance companies slowed em 
the holding company added only the aasets of an Opelousaa, La. consumer fi- 
nance company in 1974 and so far in 1975 has only established de novo another 
industrial bank under Continental Finance Corp. in Littleton, Col. 

Besides these acquisitions and de novo offices which were approved by the Fed, 
the holding company has submitted applications in recent years to acquire sev- 
eral other companies, but then later withdrew them. 

Before the 1970 amendments to the Bank Holding Company Act, First Penn- 
sylvania Corp, had an agreement to acquire Fidehty Acceptance Corp., a Min- 
neapolis based consumer finance company with 117 offices in the weatem part 
of the country. In March, 1971, the holding company said that plan was ended 
because of the need, after the amendments, to obtain Federal Reserve approval 
and "the unavoidable delay incident to obtaining such approval." 

In August, 1974, the holding company also withdrew applications it had sub- 
mitted for the acquisition of City Finance Plan, Downey, Calif, and Olobe 
Finance Co., Los Angeles. 

In January, 1973, the holding company withdrew an application it bad sub- 
mitted to acquire tite assets of Community Finance of Montgomery, Inc., in 
Alabama. 

The consumer finance companies either make credit related insurance avail- 
able to their customers or act as agents in the sale of such insurance, depending 
on state laws. 
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tnveetorB Loan Corp. has a subsidiary called Eaatern Life Inaurance Co., 
which reinsures credit related inaurance sold through the company's offices. 
Tempco Life InHuraoce Co. is the counterpart subsidiary of industrial Finance & 
Thriit. Alao, Industrial Finance & Thrift owns Tempco Insurance Agency, Inc. 

Pennamco, Inc., Bala Cynwyd, Pa., is a direct mortgage banking suDsi^arr of 
the holding company with 20 offices in 13 states and the District of Columbia, 
It was formerly known as Associated Mortgage Companies, Inc., and was ac- 

auired in November, 1969. First Pennsylvania must obtain Fed approval to retain 
le mortgage banking firm, which is the third largest in the nation, by the end ot 
1980 or else divest it. 

In the last two years, Pennamco greatly reduced its activity in the field of 
originating single-family FHA guaranteed mortgages and baa concentrated 
more on construction lending and mortgages on commercial properties. The de- 
emphasis on FHA single-family homes cae eliminated the need for most of the 
network of offices maintained by the mortgage banking firm. The 20 offices 
currently is down from 26 in 1974 and as many as 62 before that. 

Associated Advisers, Inc. is a real estate advisory firm baaed in Cherry Hill, 
N. J., whose only activity is providing investment advice to First Pennaylvaoia 
Mortgage Trust, a publicly owned real estate investment trust. It ie a direct 
subsidiary of the holding company created in March, 1970. It has not yet be^i 
approved by the Fed and must obtain such approval by the end of 1980. 

Veataur Corp., ia a direct subsidiary of the holding company which provides 
investment management services for institutions and individuals. It also man- 
ages Vestaur Securities, Inc., a cloaedend bond fund. Created in June, 1970, 
Vestaur was an out-growth of the trust department of First Pennsylvania Bank 
and has access to the bank's custodial and operational services. 

Althou^ Vestaur ia another subsidiary of the holding company that still 
needs Fed approval by the end of 1980, the Fed did approve in May, 1973 the 
acquisition fo Performance Associates, Inc. — Colorado Denver. Performance ia 
now called Vestaur Corp. — Colorado and engage in similar activities to Vestaur 
Corp. 

Fund/Plan Services, Inc., is a subsidiary of the holding company that provides 
ahareholder accounting, dividend reinvestment and other services to mutual fund 
management companies and plan sponsors. The company was created when the 
holding company decided to spin-off the bank's mutual fund division into a 
separate subsidiary. The new company was approved by the Fed in September, 
1972. 

Computech Systems, Inc. la a direct aubsidiary of First Pennsylvania Bank that 
providea administrative and record keeping services, primary to pension plans, 
from offices in Atlanta, Denver, keeping services, primarily to pension and New 
York. The Atlanta based company was acfiuired by the bank in March, 197S and 
was approved by the ComptroUer of the Currency. 

Fund/Plan manages Computech, though the two companies are separatdy 
organized. There is a alight overlap of services between the two compames since 
Computech does a small amount of shareholder accounting, which is Fund/Plan's 
major activity. 

First Pennco Securities, Inc., New York, is a direct aubaidlary of the bank that 
trades and underwrites U.S. government and tax-exempt securities. The com- 
pany was created in August, 1971 and is one of the few securities firms that is »a 
independent company but still affiliated with a bank. In most banks holding com- 

Eanies securities trading and underwriting is conducted through a division of the 
ank. The distinction becomes important when and if difierent rules are iqtplied to 
bank and non-bank dealers. 

First Pennsylvania Bank, NA also has opened representative offices in Chicago 
and New York in the last year. These offices are part of the bank itself and ore 
identified locally with the bank's name. They do not accept deposits or make loans. 
First Pennsylvania Leasing, Inc., is a subsidiary of the holding comapny located 
in Philadelphia. The company was approved by the Fed in November, 1971 and 
began operation from Wilmington, Del. a month later. In May, 1972 it was relo- 
cated in Philadelphia. According to officials of the holding company, this leasing 
subsidiary BtUl exists but the level of its activities has declined as leasing activities 
of the bank fell-oS. It was authorized by the Fed to lease personal property and 
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officials explained it was responsible for generating and managinK the bauka 
leasing portfolio. They added that mostly it handled large leveraged leases with a 
smaU volume of vendor leasing proRTama. 

The largest leasing company ia First Northamcrica Investments Ltd^. which is 
a direct subsidiary of the nolding company but operates only in Cana£. 

First Pennsylvania Overseas Finance Corp., Philadelphia, is an Edge Act cor- 
poration organized in March, 1962 and is a vehicle for making investments in 
foreign companies. '' 

The factoring activity within the holding company is conducted through a 
division of the banlc that was formed in Januai?, 1968. 

First Pennsylvania Bank NA was known as First Pennsylvania Banking & 
Trust Co. before it converted to a national charter in June, 1074. Mr. BuntiBg 
explained that addition branches are easier to obtain from the Comptroller of 
the Currency than from state regulators because the state consumer loan de- 
partments at times reject bank branch applications out of consideration for 
non-bank institutions. 

At the time Mr. Bunting said he expected a change in Pennsylvania law to 

Eermit statewide branching. First Pennsylvania's two biggest rivals, the $6.9 
illion-deposit Mellon Bank NA, Pittsburgh, and $2.9 billion-deposit Philadelphia 
National Bank, would have an advantage in obtaining new branches, he argued. 

First Pennsylvania Bank began offering its customers credit cards later than 
most major banks. It is a card-issuing member of the Interbank Card Associa- 
tion, licenser of Master Charge, and began making the cards available in Octo- 
ber, Master Charge accounts are serviced through a division of the bank. 

Another new service recently offered by the bank is group hospital insurance 
for its retail customers. The bank does not offer the insurance directly, but uses 
a plan administrator, Group Plans, Inc., Wastiington. The program was started 
in August, with a direct mail campaign. The underwriter for the policies is the 
Mutual Benefit Life Insurance Co., Newark. 

Another activity in which the holding company attempted to engage was 
community development through a new subsidiary to be known as Associated 
Community Development Corp. The company was meant to participate in a 
urban renewal project in Newport News, Va., and submitted an application to 
the Fed in August, 1972. When the company's bid to participate was rejected, 
the application was withdrawn. The proposal is now dormant. 
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[Beprlnted fiom tha American Banker, Dec 13, IBTO] 

NONBANK SOfiSIDIAEUEB OI 
3< 

(By Michael Quint) 

New Yobk. — The S8.1 billion-asset First National Boston Corp., holding 
company, for the S5.9 billioa-depoait First National Bank, Boston, hae domestic 
noQ-bank Bubsidiafies with 33 offices in 11 states, not counting its headquarters 
in Boa ton. 

In addition FNB Bostoo, the largest bank in New England, hae 40 banking 
offices in iSuSolk County. The holding company also conb'ols three other Mas- 
sachusetts banks with a total of 9 offices. I'hese are also Edge Act corporations 
with offices in Boston, New York, Miami, and Los Angeles. 

The non-bank activitiea within the holding company include consumer finance, 
mortgage banking, selling insurance, factoring, leasing, data processing services, 
securities clearance, and providine venture capital to small businesses. 

According to officials of the holding company, all of its subsidiaries have either 
been approved by the Federal Keeerve, or else current rules do not require the 
Fed's approval. Both the mortgage banking and the leasing subsidiaries are 
directly owned by the bank, and thus have not required or received Federal 
Reserve approval. 

Mortgage Corp. of the South, is a mortgage banking subsidiary of the bank 
with headquarters in Birmingham, Ala. and a total of 18 offices in Alabama, 
Louisiana, Missiasippi, Florida, Georgia, and North Carolina. The company was 
acquired in 1972 and was known as Cobbs, Allen & Hall Mortgage Co. until 
mid-1973 when the name was changed. 

The mortgage banking lirm originates and services residential mortgages as 
well as construction loans and mortgages on commercial properties. It does 
make credit-related insurance available to customers through a group policy it 
has with an insurance company, but does not officially act as an agent. 

During 1975 Mortgage Corp. of the South expanded geographically, opening 
four new offices in North Carolina and one in Tuscaloosa, Ala. 

First of Boston Mortgage Corp. is a mortgage banking subsidiary of the holding 
company whose creation was approved by the Fed in August 1973. It operates 
only from a Boston office. 

In approving the new company the Fed described its activities as "making, 
acquiring and servicing, for its own account or for the account of others, loans 
and other extensions of credit including those secured by mortgages of residential 
or commercial properties or leasehold interests therein." The Fed approval also 
said the company may furnish economic or financial information on real estate 
matters, providing portfolio advice on real estate investments and provide other 
services incidents to mortgage banking. 

FNBC Acceptance Corp. is a consumer finance subsidiary of the holding com- 
pany with three offices in Alabama. It was organized in 1973 and Federal Reserve 
approved the new company in November of that year. The Birmingham office 
was approved in November 1973, while the Uuntsville and Mobile offices were 
approved in March 1975. 

FNBC Acceptance was known as CAH Acceptance until October 1975. 

In approving these new consumer finance offices the Fed described their ac- 
tivities as "making, acquiring and servicing, for its own account, loans and other 
extensions of credit, including loans to individuals for property improvement, 
debt consolidation and other purposes, in Alabama and elsewhere in the south- 
eastern United States; and providing all such other services and engaging in all 
such other activities as are incidental to the foregoing." 

In May 1975, the Fed approved the additional activity of offering credit life 
and credit-health insurance to borrowers at the FNBC Acceptance offices in 
Huntsville and Mobile. 

In the structure of the holding company, FNBC Acceptance is a subsidiary ot 
FSC Corp., which in turn is a subsidiary of the holding company. FSC Corp. Is 
also the holding company for FNB Financial Co., the factoring subsidiary. 

FNB Financial Co., the factoring subsidiary of the holding company, has six 
offices in Boston, Atlanta, Cleveland, Dallas, Los Angeles, and New York. The 
company was created in 1971 when First National Factors of Boston, a subsidiary 
of the bank engaged in the factoring business, was reorganiied as a subsidiiury of 
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the holding company. The Fed approved the factoring activity for the holding 
company in Boston in September 1971. 

FNB Financial has received Fed approval for new regional offices se follows: 
Los Angeles, July 1S72; Cleveland, September, 1972; Atlanta, October, 1972; 
New York, March, 1973; and Dallaa, December, 1973. The company is organised 
and operates in its regional offices as a Massachusetts business trust. 

Holding company officials said that the regional FNB Financial offices Identifjr 
it as a subsidiary of First National Boston Corp, or as an affiliate of First National 
Bank of Boston. They also noted it is the largest bank affiliated factoring company 
in the nation. 

The approved activities at the regional offices were described by the Fed as 
"factoring, commercial financing and leasing of personal property." Holding 
company officials explained that the local offices actually arrange and complete 
loan agreements, though leases are not booked through FNB Financial. 

Besides its entry into the consumer finance and factoring businesses on a de novo 
basis. First National Boston Corp. has made efforts to enter both fields thro(u;h 
acquisitions of existing firms. Currently it has pending an application to acquire 
Invenchek, Inc. an Atlanta-based sales finance service company, 

FNB Financial Co.'s activities include funding and servicing the inventory 
financing programs offered by manufacturers and distributors of durable goods 
to their wholesale and retail customers. This business has been conducted in 
association with Invenchek, which provides field audit inventory verification 
through a network of 4,000 contract auditors. 

On Dec. 9 the holding company submitted an application to the Boston Fed 
to exercise an option it nas to acquire Invencheck. The acquisition doea require 
the Fed's approval. The application has not yet been formally received by the 
Fed's Board of Governors- 

In May, 1974, the holding company called off discussions on the proposed 
acquisition of Liberty Loan Co., St. Louis, a consumer finance company with over 
800 offices nationwide. Although the directors of the two companies had signed 
a letter of intent for the acquisition, an application had not yet been formally 
received by the Federal Reserve Board. A spokesman at Liberty Loan noted that 
all major matters of the transaction had been agreed on, but the holding company 
still had the right to withdraw. 

Richard D. Hill, chairman of First National Bostor, said at the time that "in 
view of the tremendous need (or liquidity and unusually high dema:id for loans 
everywhere, this may not be the best time for a major acquisition by any financial 
institution." He observed that the holding company was reluctant to assume the 
liabilities of Liberty Loan at a time when other banks were posting foreign ex- 
change losses, real estate investment trusts were having trouble rolling over their 
commercial paper, and the general liigh interest rate environment. 

Earlier 1973, First National Boston announced it was discussing the acquisition 
of GAC Finance Inc., Allentown, Pa. The consumer loan and finance subaidi&ry 
had over 400 offices in 41 statM. The discussions were ended later that year 
when BankAmericard Corp. made a cash offer for the firm, which it ultimately 
acquired. 

Before embarking on its program of de novo offices for its factoring subsidiary', 
First National Boston applied to the Fed in October, 1971, to acquire Crompton- 
Richmond Co., Inc., a factoringcompany based in New York. That acquisition 
was discouraged by the Justice Department which told the Federal Reserve liiai 
adverse effects on competition could result from the purchase. The Juatice 
Department objected to Crompton-Richmond, one of the largest remaining 
independent old line factors, being acquired by a bank holding company which 
already had a factoring subsidiary. 

First National Bank of Boston was one of the first bank entrants to the factor^ 
ing business in 1945 when it started First National Factors of Boston. Crompton- 
Richmond was later acquired by the $26.5 billion-asset United Virginia Bank- 
shares, Norfolk, anchored by the $738.5 million-deposit United Vit^inia Bank. 

The primary leasing subsidiary within the holding company is Firatbank 
Financial Corp., a direct subsidiary of the bank created in 1964. Fintbank 
Financial leases personal property, primarily industrial equipment through its 
headquarters in Boston and sales personnel in Cleveland and Dallas. 

Firstbank Financial includes the Randolph Computer Division, the result of 
the 1972 aoqidsition of the computer leasing assets of Randolph Computer 
Corp. Besides leasing, Randolph provides installation assistance and evaluation 
of equipment and systems. 
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Another lesaing subsidiary, called FFC Boston Leaaing Corp. is a aubaidiair 
of Firstbank Finaacial that offers the same product. Company officials said that 
FFC Boston Leasing Corp. waa neceasary to operate in states that would not 
allow Firatbank to conduct business because of the "Bank" portion of its name. 

FNB Services Inc. is direct subsidiary of the holding company that waa crtated 
in 1971. In August of that year the Fed permitted the holding company to 
continue to engage in the leasing of personal property. According to holding 
company officials this subaidiary is oriented to making large leveraged leases. 

First of Boston Computeristics, Inc. is a joint venture with Uniroyal, Inc. 
offering computer services from locations in New York, Middlebury, Conn, and 
Augusta, Maine, besides its Boston office. When the Federal Reserve approved 
the de novo activities for a Boston office of the holding company in August, 1973 
they were described as "providing bookkeeping or data processing services for 
the internal operations of First National Boston Corp, and its subsidiariee, 
storing and processing banking, financial, or related economic data such as per- 
forming payroll, accounts receivable or payable, or billing aervices for others, and 
providing all such other services and engaging in all such other activities as are 
incidental to any of the foregoing." 

In February, 1974 the Fed approved similar new activities at the Oxford 
Management and Research Center, Middlebury, Conn. In June, 1974 it approved 
the same activities for locations in Boston, Middlebury, and New York City; 
and in January, 1975 the same activities were approved for two locations in 
Augusta, Maine. 

The holding company said in its annual report that activities of First of Boston 
Computeristics "include check transmission to regional banks, data processing 
aervices for New England correspondent banks, and through its New York City 
office, proprietary computer programs." 

The holding company's 50% snare of First of Boston Computeristics is through 
Firstbank Data Services, Inc., which has no other function, company officials 
said. Firstbanlg Data Services, in turn is a direct subsidiary of the holding com- 

A spokesman for the holding company said that the New York office facilities 
of Computeristics are not currently active. 

Besides the activities of Computeristics the anchor bank itself provides a wide 
variety of data processing services to correspondent banks and other financial 
institutions. The annual report listed activities including deposit and loan ac- 
counting, providing shareholder accounting services to mutual funds and custodial 
services tor investment companies. 

First National Bank of Boston is a member of the Interbank Card Association, 
licensor of Master Charge cards. A division of the bank services these accounts. 

First National Boston Clearance Corp, is a securities clearance firm with offices 
In New York and Boston. In Los Angles the FNB Financial Corp. acts as a se- 
curities drop for the holding company. It was organized as a subsidiary of the 
holding company in 1871, Its stock transfer business includes dividend reinvest- 
ment and cash stock purchase plans. 

Besides the First National Bank of Boston, the holding company has three 
smaller commercial banks in Massachusetts which it acquired in the last quarter 
of 1973, They are the $8,4 million-deposit First Bank & Trust Co, of WeUesley 
with one office, the S14,l million-deposit Burlington Bank & Trust Co, with one 
office and the S34,3 million-deposit Holyoke National Bank with seven offices. In 
May, 1975 the Holyoke bank acquired the Chicopee Bank & Trust Co, after the 
state banking department and the Federal Deposit Insurance Corp. solicited bids 
for the problem bank. 

In July, 1975 the holding company announced plans for the acquisition of the 
524,5 million-deposit Blackstone Valley National Bank, Whitinaville. That ac- 
quisition is still subject to approval by regulatory authorities. 

The Whitinsvtlle bank was one of three Massachusetts banks that the holding 
company applied to the Fed for permission to acquire in February, 1974. In 
February, 1975, the applications were withdrawn with the holding company 
citing at that time "unfavorable economic conditions and the long delay since the 
applications were filed." 

There are four Edge Act corporations within the holding company, three are 
a subsidiary of the bank and one is a direct subsidiary of the holding coinpany. 
The Bank of Boston International, Los Angeles, was approved by the Fed in 
March, 1973 and is a subsidiary of the holcUng company, according to a com- 
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5 any spokesman. The Bank of Boston International of Miami, approved in 
ctober, 1971 and the older Boston Overseas Financial Corp., Boston and Bank 
of Boston Internationa,!, New York are all subsidiaries of the anchor bank. The 
Boston Edge Act is a vehicle for foreign investments. 

The holding company submitted another application to the Fed for ui Edge 
Act company in New Orleans in July, 1974, but in November, 1975 the appli- 
cation was withdrawn. Like the Los Angeles bank, the proposed New Orelans 
Edge Act was to be organized as a direct subsidiary of the holding company. 

The holding company includes two subsidiaries that provide financing and 
advice to small businesses. Both companies are located only in Boston. 

First Capital Corp. of Boston is a registered small business investment com- 
pany organized as a subsidiary of the bank in 1959. 

First Century Capital Corp. of Boston is a direct subsidiary of the holding oom- 
pany approved by the Fed in August, 1972. The Fed described its activitiea aa 
financing and providing services in connection with the financing of minority 
business organizations." The 1973 annual report says the company was designed, 
to engage in types of financing that were not consistent with the SBIC regulations 
such as overseas investments and companies too large to be called small businesaes. 

The holding company controls another subsidiary, Massachusetts Tankers, Inc., 
which in turn has three tanker leasing companies. 
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(Beprinted from the American Banker, Dee. 4, 1&T6] 

NoNBANK Offices of Security Pacific Coek. Have 45 Offices in 13 States 

(By Michael Quint) 

New York. — The $14.6 billion-asset Security Pacific Corp., Los Angeles, hold- 
ing company for the S12 billion-depofiit Security Pacifc National BanK, has 
domestic non-bank aubaidiaries with 45 offices in 13 atatea plus its office in Los 
Aisles. 

In addition, Security Pacific National Bank, the 10th largest in the nation, has 
498 branches in California and controla two Edge Act corporations in New York 
and Los Angeles. 

Through its non-bank subsidiaries Security Pacific is engaged In the businessea 
of mortgage banking, consumer finance, leasing, selling credit related insurance, 
and providing venture capital to small businesses. The bank provides a full range 
of banking services. 

The moat geographically dispersed of the holding company's subsidiaries Is 
Security Pacific Mortgage Corp. with headquarters in Denver and a total of 30 
offices in 12 states. This mortgage banking firm was known as Eassler A Co. until 
September, 1975 when the name was changed. Kassler was a subsidiary of Mid- 
western rinaccial Corp. which the holding company acquired in May, 1974 wiUi 
the Federal Reserve Board's approval. 

Security Pacific Mortgage Corp. originates and services both re^'dential and 
commercial mortgages through its offices. The residential and commercial divi- 
siODs are distinct, company officials noted, but in some cities are located in Uia 
same building. In those esses they have been counted as two offices on the ac- 
companying map. 

Since Security Pacific acquired the mortgage banking company it has opened 
new offices in Atlanta; Vienna, Vs.; Tacoma, Wash.; and Columbia, S.C., accord- 
ing to applications approved by the Federal Reserve. 

Officials of the commercial bank and the mortgage banking firm noted that In 
California they compete in both the residential and commercial and construction 
lines. Unlike the bank, the mortgage company does not retain mortgage loans In 
an investment portfolio. 

Security Pacific Finance Corp., with six offices in California and one in West- 
minster, Col. is a direct subsidiary of the holding company that was created in 
1974 and approved by the Fed in September of that year. All of the consumer 
finance company's offices have been opened de novo since September, 1974. ^ 

The California offices are in Long Beach, Los Angeles, Lis Alto?, Encino 
Orange and San Diego. 

In permitting all of these offices but San Diego the Fed described their ac- 
tivities as "making or acquiring, for its own account or for the account of others, 
loans and other extensions of credit, including making consumer installment 
personal loans, purchasing consumer installment sales finance contracts, and 
making loans to small businesses; and acting as broker for the sale of consumer 
related life/accident and health insurance and consumer related property and 

For the moat recently opened consumer finance office, in San Diego, the Fed's 
description of permitted activities was broadened to include "other extensions of 
credit such as would be made by a factorirg company or a commercial finance 
company." According to officials of the holding company this activity was included 
for possible future use, but currently the San Diego office is not engaged hi 
factoring. 

Currently Security Pacific is negotiating to expand its consun- r finance sub- 
sidiary through acquisition of The Bankers Investment Co., a P tchinson, Kan. 
based consumer finance company. The proposed acquisition, which waa an- 
nounced in early November, 1975, is still subject to approval of the compamSB' 
boards of directors and the Federal Reserve. 

Bankers Investment has 58 offices in Kansas, Colorado, Idaho, Missouri, New 
Mexico, Oklahoma, Texas, Utah, and Wyoming. It engages in direct consumer 
lending and the purchase of retail installment contracts. An official of the holding 
company observed that Bankers Investment also has a reinsurance subsidiary, 
but that if this activity were continued, it would have to be limited to reinmnaee 
of permitted kinds of credit related insurance. 

Besides the proposed acquisition of Bankers Investment, an official of Security 
Pacific said the holding company planned to continue with a modest program ol 
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opening de novo consumer finance offices, perhaps five to 10 a year. He noted that 

recently the company decided not to open an office in Seattle which already had 
regulatory approval, because proper BUpervision might not be available during the 
neKotiatioaa with Bankers Investment. 

The Security Pacific spokesman said that discussions with Bankers Investment 
were continuing and said that a formal application might be filed with the Federal 
Reserve at the end of the first quarter of 1976. 

Security Pacific and BankAmerica officials also noted that Security Pacific 
had discussed purchasing some of the GAC West offices ia 12 western states 
that BankAmerica was required to divest. A Security Pacific spiokesman said 
those discussions were not detailed. BankAmerica ultimately sold the offices 
to ITT Financial, St. Louis. 

In 1974 Security Pacific applied t« the Fed for permission to acquire General 
Rediscount Corp., a subsidiary of GAC Finance which BankAmerica Corp. is 
required to divest. General Rediscount finances other smaller consumer fiaance 
companies. However, in October, 1974 Security Pacific withdrew its application, 
noting the Fed's posture of discouraging expansion of bank holding companies 
by acquisition. 

Security Pacific Leasing Corp., with seven offices in four states, is a direct 
subsidiary of the holding company that received Fed approval to begin opera- 
tions in Los Angeles in November, 1972. Later approvals were obtained for new 
offices in San Francisco, in December, 1972; San Diego, January, 197': Long 
Beach, Calif., and Dallas, July, 1974; Seattle and Atlanta, January, 1!.75; and 
Des Plaines, lU., August, 1976. 

The Fed's approval tor these offices described their activity as "leasing per- 
sonal property and equipment, and acting as agent, broker, or adviser in leas- 
ing such property; and construction financing of any property to be leased." 
Terms of the lease must fully compensate the lesaor for the cost of the property, 
in accord with Regulation Y. 

The holding company recently applied to the Federal Reserve tor a Minneapo- 
lis office of Security Pacific Leasing. In the application the proposed acti\^ties 
of the Minneapolis office were described as leasing personal and real property. 

Security Pacific National Leasing, Inc., San Francisco, is a direct suDSidiary 
of the b^ik formed in March, 1975 that holds the porttolio ot equipment leases 
originated and managed by Security Pacific Leasing Corp. 

SP Insurance Agency, Inc., Los Angeles, is a direct subsidiary of the holding 
company that was authorized by the Fed in May, 1974 to act as agent or broker 
tor the holding company or its subsidiaries for various kinds of insurance. 

The insurance agency was authorized to act as agent or broker for crsdit life 
insurance and credit disability insurance under California laws when the insurance 
is directly related to credit extended by the holding company or a subsidiary. It 
may act asagent or broker for insurance which insures against a loss in the interests 
ot both the owner of a vehicle and a party with a secured interest in the vehicle. 
This insurance would be offered by licensed vehicle dealers to purchasers of ve- 
hicles who finance the unpaid purclaie price by means ot conditional sale contracts 
or similar agreements which are purchased or otherwise financed by tt e holding 
company and its subsidiaries. 

The insurance agency may act as agent or broker with respect to mortgage 
redemption life insurance related to extensions of credit by Security Pacific the 
holding company and its subsidiaries and also group mortgage disability insurance 
directed related to extensionH ot credit. 

The insurance agency was authorized to act as agent or broker for any insurance 
for the holding company or its Bubsidiaries. It was also permitted to act as agent or 
broker for vendors single interest insurance insuring only the interest ot the holding 
company and its subsidiaries in motor vehicles and other collateral securing credit 
extended by the holding company and its subsidiaries. 

A holding company official noted that SP Insurance Agency acts as an agent 
only in California, and that mortgage banking or consumer finance offices outside 
Calif omia do not also act as insurance agents. The insurance agency does act as an 
agent for credit related insurance sold to customers of the bank, he added. 

Security Pacific Venture Capital Advisory Corp., Los Angeles, provides invest- 
ment advice to Security Pacific Capital Corp. and to First Small Business Invest- 
ment Co. of California, both ot which are based in Los Angeles and provide venture 
capital to businesses. When the Fed approved the creation of the venture capital 
advisory corporation in June, 1973, it noted that besides acting as portfolio or in- 
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While the mortgage banking aubaidiary of the holding company is engaged 
primarily. In eommerciai mortgage banking, the bank's portfobo of real estate 

loans is composed mostly of residential mortgages. 

First Cbicago Iieasing Corp. is the primary domestic leasing subsidiary of the 
holding company with one office in New York besides Chicago. The subsidiary 
was approved by the Federal Reserve in August, 1971 after an application to 
create the company was received by the Fed the preceding July and the company 
had commenced business in January, 1971. The company's primary activities were 
described by the Fed as leasing of personal property and equipment and acting 
aa agent, broker or adviser in leasing of such property. 

In November, 1974 the activity of leasing real prfroerty was approved for 
First Chicago Realty Services in Chicago, Atlanta, and Los Angeles and for First 
Chicago Leasing Corp. in Chicago. 

First Lease, Inc., is a subsidiary of the bank engaged in the automobile leasing 
business in Chicago. As a subsidiary of the bank formed in June, 1973, engaged in 
an activity permitted to national banks, it did not require the Fed's approval. 
The company offers leases directly to consumers in Chicago and abo through local 
auto dealers who are affiliated with the program. 

First Chicago is involved in the student loan business aa a lender through First 
Chicago University Finance Corp., Chicago, and aa a servicer for student loans 
through AFSA Data Corp., Torrance, C^if. Both are direct subsidiaries of the 
holding company that have been approved by the Federal Reserve. 

First Chicago University Finance was created in January, 1973. The company's 

firimary activity is making direct loans to colleges, universities and other qualified 
enders under government guaranteed student loan programs such as the Federal 
Insured Student Loan program. The schools in turn make loans to students. 

AFSA Data Corp., acquired by First Chicago in August, 1973 is a servicer of 
student loans for educational institutions and other lenders under various loan 
programs. It is not a lender. 

First Chicago Fiduciary and Investment Services Corp. is a direct subsidiary 
of the holding company approved by the Fed in November, 1972, to act as an 
investment adviser. It is based in Chicago. 

First Chicago Asset Management Corp. is a subsidiary to First Chicago Fiduciary 
and Investors Services which acts as an investment adviser specializing in inter- 
national portfolios. 

First Capital Corp. of Chicago and First Chicago Investment Corp. are both 
engaged in providing venture capital through loans and equity investments in 
small businesses. First Capital Corp. of Chicago is a registered Small Business 
Investment Company organized in 1961 and First Chicago Investment Corp. is 
another lender created by the holding company in November, 1971 and approved 
by the Fed in March, 1972. 

First Chicago Investment Corp. supplements the financing provided by the 
Capital Corp. and the bank through use of subordinated debentures, convertible 
preferred stock and other types of debt and equity financing. 

Currently First Chicago Corp. does not have non-bank subsidiaries engaged in 
consumer finance or factoring and other forms of financing business assets. Do- 
mestically it is engaged in these activities only through First National Bank ot 
Chicago. 

However the holding company has made attempts indicating its desire to 
expand into these businesses. 

In August, 1973 the holding company announced a preliminary agreement for 
the acquisition of American Finance Systems Inc., Silver Spring, Md. At the time, 
American Finance System was the second largest consumer finance company in 
the nation with 715 offices in 41 states. Its activities included making consumer 
loans, purchasing instalment contracts from dealers and rediscounting the loans 
of smaller finance companies, as well as selling insurance. 

An application to purchase the company was received by the Federal Reserve 
in April, 1974, but in the following October the acquisition was called off because 
of an inability for the two companies to obtain necessary tax rulings and chants 
in the market prices of both companies. They also cited the long delay in realizing 
the acquisition plan and the doubtfulness of obtaining Federal Reserve Board 
approval in light of the changed economic and regulatory environment. 

In August, 1974 the holding company submitted an application with the Fed 
to create a eommerciai lender called First Chicago Credit Corp. The proposed 
activities of the company were described aa "making or acquiring, for its own 
account, secured and unsecured loans and other exteosloiia of creiiit (including 
issuing guarantees and letters of credit and accepting drafte), such u i ild be 
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made by a commercial finance company, which activities include without limita- 
tion, purchasing of accounts or notes receivable on a recourse or nonrecourse 
basis; and making loans to commercial customers, secured by accounts receivable, 
inventory, equipment and interests in real estate and other property." 

This application was withdrawn in October, 1974, the same month as the com- 
pany dropped plans to acquire American Finance Systems. 

The Edge Act subsidiaries in San Francisco, Los Angeles and New York are 
operating banking unils in foreign-related finance and the one in Chicago as a 
vehicle for investments in foreign companies. 

The most recently established Edge Act corporations are First Chicago Inter- 
national, Los Angeles and First Chicago International, San Francisco, wtuch were 
incorporated in May, 1973 and March, 1974, respectively. The Fed approved both 
banks in April, 1973. 

The two other Edge Act corporations are called First Chicago International 
Banking Corp., New York, and First Chicago International Finance Corp., 
Chicago. 

The bank also maintains an office in New York City on Wall Street as a cor- 
respondent office for its bond department. The holding company's directory of 
offices also shows that the division of the bank engaged in lending to brokers and 
dealers maintains an office in New York City. 

Data processing services, other than the servicing of student loans, are main- 
tained either through the bank or a subsidiary of the bank. 

The BankAmericard Division of the bank moved its data processing operations 
to Elgin, lU. in 1973. 

First Chicago Data Corp. is a subsidiary of the bank with offices in (I3iicago and 
Minneapolis. The subsidiary was created, according to an official of the hiddiog 
company, in 1975 when the bank acquired the data processing division of Beverly 
Bancorporation, Chicago. That acquistion was approved by the Comptroller of 
the Currency, he noted. 
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IReprlnted from the AnerlcBn B«iik«T, Nov. 13, 19TS] 
Chemical NY Cobf. Opebates 121 Nonbamking Offices in 15 States 

(By Michael Quint) 

New Yobs. — The 524.1 billion-asset holding company for the $19.4 billion- 
deposit Chemical Bank here has 121 non-bank offices in 15 Btatea plus its ofRcea in 
New York City. 

Id addition. Chemical Bank, the fifth largest in the nation, has over 273 offices 
in the New York City area and three Edge Act banks. The holding company also 
controls Eix smaller banks in New York State with a total of 24 offices. 

Chemical's subsidiaries are engaged, in consumer finance, seUing credit related 
insurance, mortgage banking, providing real estate advice, leasing, factoring and 
other commercial finance, and a broad range of banking services. The leasing and 
factoring operations are conducted through direct suWdiarie^ of the bank, while 
the other non-banking activities are through direct subsidiaries of the holding 
company. 

The most widely dispersed of Chemical's subsidiiries is Sunamerica Corp. a 
Qeveland, Ohio based consumer finance company with 107 offices in 11 states. 
The acquisition by the holding company was approved by the Federal Reserve 
Board in June, 1975. Chemical announcd its intention to purchase Sunamerica in 
January 1974. 

The primarv 

consumer outle... _ -— -. , , , - „- , --- -= 

Kentucky, Tennessee, North Carolina, Louisiana, and South Carolina, as well a 
three administrative offices. 

The consumer finance offices of Sun Fianance include four industrial banks in 
Colorado located in Colorado Springs, Longmont, and two in Denver. These 
industrial banks, also known as Morris Plan banks engage in consumer lending, 
like the other consumer finance outlets, but they obtain funds at the retail levd 
through sales of thrift certificates to consumers. 

When the Fed approved Chemical's acquisition of Sunamerica it noted that the 
holding company planned for the consumer finance company to continue to main- 
tain separate and independent funding for its own lending operations. A spokesmaii 
for the consumer finance company observed that the holding company inserted into 
its apphcation after it was originally submitted and noted that ManufactureiB 
Hanover received approval to buy Ritter Financial Corp. in December, 1974 with 
a similar limitation. He noted that although this chminates one of the long range 
advantages of affiliation with a bank holding company, lenders still recognize the 
affiliation, even if the holding company is not the direct borrower. 

Sunamerica also controls Sun States Life Insurance Co., Phoenix, and Great 
Lakes Insurance Co., Cleveland, both reinsurance companies. Sun States Life 
reinsures credit related life insurance sold by the consumer lending offices acting 
as agents and Great Lakes reinsures credit related accident and health insuranca 
sold through those offices. 

The holding company is engaged in mortgage banking activities through Gal- 
breath Mortgage Co., Columbus, Ohio and Chemical Realty Corp., New York 
City. 

Chemical Realty Corp. with offices in New York City and Syracuse, N.Y., was 
approved by the Fed in September, 1972 as a subsidiary of the holding company. 
TTie Syracuse office was approved by the Fed in January, 1974. The Fed's approval 
of the subsidiary described its activities as real estate financing, principally short 
termJand, development and construction mortgage loans. The new subsidiary 
would abo act as advisor and counselor to Chemical Bank and would act as servic- 
ing agent with regard to the bank's customer real estate lending activities. 

The Galbreath Mortgage Co., a Columbus, Ohio based mortgage banking firm 
has six offices in Ohio plus one office each in Indianapolis and Pittsburgh. The Fed 
approved the acquisition of the company in May, 1974 after receiving an apjdic^- 
tion the previous March. At the time of the approval Galbreath also had offices 
in Des Plaines, 111. and Grand Rapids, Mich., but those offices have since been 
closed. 

In its approval the Fed noted that besides a general mortgage banking business 
Galbreath also acts as agent for sales of credit related insurance. 

Chemlease, Inc. and Chemlease Worldwide are both domestic leasiiig subtidi- 
aries within the holding company, Chemlease, Inc. is a direct subsidiary of the 
holding company while Chemlease Worldwide, Inc. is a direct subsidiary ^ Cbato.- 
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ical bank. Both, however, have offices outside the New York City headquarters. 
The holding company unit operates in Dallas, Atlanta, and Des Flaines, SI. and 
the bank's subsidiary operates in Rockville Centre, Long Island and Santa 
Monica, Calif. 

Chemleaae, Inc. was approved by the Federal Reserve in August, 1975. The 
Fed described the activities it permitted then as "leasing real and personal 
property and equipment on a non-operating, fuil-payout basis, and acting as 
agent, broker, and adviser with respect to auch leases; finacing real and personal 
prepay and equipment such as would be done by a commercial finance company; 
and servicing such extensions of credit." 

CheiJilease Worldwide, Inc., as a subsidiary of the bank, has not been approved 
by the Federal Reserve. 

In March, 1968 L. F. Dommerich A Co., Inc. a factoring concern was acquired 
by the bank. Currently this company is operated as a division of the bank with 
offices in New York City and Los Angeles. The Los Angeles can be called a loan 
production office, officials of the holdmg company noted, adding that its basic 
function is to assemble credit information. 

Although Chemical has not sought Fed approval to retain Dommerich, it 
did obtain approval tor a new activity for the factoring company in December, 
1973. At that time the Fed permitted Dommerich Factors to make collaterabzed 
and unoollateraUzed loans including those allowing for equity participation. 

Chemical Bank has three Edge Act affiliates. They are Chemical International 
Finance, New York, which makes equity investments in foreign firms and Chemical 
Bank International of Chicago and Chemical Bank International of San Francisco 
which are both engaged in foreign related banking activities. 

Currently Chemical has pending before the Fed an appUcation tor a third 
Edge Act bank in Houston. 

The Ne.v York State banking subsidiaries of Chemical New York Corp. besides 
Chemical Bank are the S66 million-deposit Chemical Bank Hudson Valley, NA, 
Nyack, with 10 banking offices; the newly created Chemical Bank — Buffalo, with 
three officei, the $13.8 million-deposit Chemical Bank of Rochester, witn five 
offices, the Chemical Bank-Eastern, NA, with three offices in the Albany area. 
Chemical Bank of Binghamton with one office, and the S2.7 million-deposit 
Chemical Bank of Syracuse with two offices. 

Effective Nov. 10, the 13 offices of the $70 million-deposit Chemical 'Bank 
of Suffolk, NA, Smithtown, Long Island were opened as branches of Chemical 
Bank after obtaining approval for such a merger by New York State banking 
authorities. 

The holding company has not yet announced what reorganization of its upstate 
banks it may make when statewide branching becomes effective in New York 
State Jan. 1, 1976. The over 273 branches ot Chemical Bank in the New York 
area include 53 branches that were formely offices of Security National Bank, a 
Long Island Bank purchased by Chemical in January 1975 under the oversight 
of the Federal Deposit Insurance Corp. 
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{Reprinted Inim tli« Amertc&n Banker, Nov. S, ISTS] 

MANtrFACTURERs Hanover Corp. Nonbank Offices Total 151 in 15 States 

Oqtside New York 

(By Michael Quint) 

New York. — The S28 biUion-iisaet Manufacturers Hanover Corp., holding 
company tor the S23.4 billion-deposit Manufacturers Hanover Trust Co. here, 
baa domestic nonbank subsidiaries with 151 offices in IS states, not counting 
New York State. 

In addition to the 171 New York City area branch offices of Manufacturers 
Hanover Trust Co., the fourth largest bank in the nation, the holding company 
includes three Edge Act subsidiaries and five smaller banks in upstate New York 
with a total of 42 branches. 

The holding company's Hubsidiariea are engaged in consumer finance, selling 
and reinsuring credit related insurance, mortgage banking, leaatng, factoring, 
and a full range of banking services. 

Except for the factoring activity, which is conducted through a direct subsidiary 
of the bank and thus does not require it, the holding company's nonbank sub- 
sidiaries have been approved by the Federal Reserve Board. 

Ritter Consumer Fmance Co., Inc. is a Wyncote, Pa, based consumer finance 
company with 130 offices in Connecticut, New Jersey, North Carolina, Pennsyl- 
vania, Virginia, and West Virginia, The consumer finance company, which is a 
direct subsidiary of the holding company, is the largest part of Ritter Financial 
Corp., which Manufacturers Hanover purchased in January, 1975, after obtaining 
Federal Reserve approval the previous December. The holding company first 
announced its intention to acquire the consumer finance company in August, 1973. 

In approving Manufacturers Hanover's foothold entry into the consumer 
finance business, the Fed reiterated its concern over two problems; diversification 
of bank holding companies that the Fed said were not well capitalized, and growth 
of banking assets faster than growth of capital accounts. 

Despite these concerns the Fed approved the application though notina 
that the bank had recently "curtailed its loan and investment activities and 
has committed not to undertake new acquisitions of existing firms or venture 
into new activities in the months immediately ahead." The Fed also put numerous 
restrictions on the holding company's expansion of the newly acquired company 
into new geographic regions, the introduction of new product lines, and financing 
of the consumer loan company. 

"rhe Fed said that a program of geographic expansion and new product lines 
must first be approved by the regulatory agency. In its application. Manufacturers 
Hanover said it intended to add 85 Ritter Offices within three years in Delaware, 
Florida, Kentucky, Maryland, Massachusetts and West Virginia. The holding 
company also said it planned to introduce new products such as financing of sales 
finance contracts, second mortgage lending, loans by mail, small business loans, 
loans to local governments, revolving credit, and financial counseling. 

Manufacturers Hanover discussed its intentions to expiuid the consumer fi- 
nance subsidiary in the section of its application dealing with the public bene- 
fits that would result from the acquisition. Manufacturers Hanover said it would 
spend about $100 million in three years to fund this expansion. 

Since the acquisition was approved, Ritter has opened three new offices-two 
in New Jersey and one in Virginia. These offices were approved by the Fed in 
AuguB',, 1975. 

The Fed's approval also stipulated that Ritter must continue to finance it- 
self through independent short-term bank financing "until such time and under 
such circumstances as the Board may deem appropriate." The holding company 
had proposed to reduce the consumer finance company's borrowing coste by 
funding it with proceeds of Che holding company's commercial paper sides. 

The Fed also required the holding company to freeze its dividend rate on com- 
mon stock tor one year. That condition ends in December, 1975. 

Besides making small loans to individuals, Ritter sells credit related insurance 
and has a subsidiary, Ritter Life Insurance, Wyncote, that reinsures policies 
sold by Ritter. 

Citizens Mortgage Corp., Soutbfield., Mich., is a mortg^e banking subsidiary 
of the holding company with 12 offices located in Michigan, Alabama, Illinois, 
Ohio, Kentucky and Virginia. The company's primary activity is the originating 
and servicing c^ mortgage loans. 
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Manufacturers H&nover acquired CitiienB Mortg&ge in November, 1973, 
after obtaining Federal Reserve approval the previoui October. The holding 
companjr lirst announced its intention to purchase the mortgage banking sul^ 
Bidiary of U.S. Induatriea, Inc., New York in November, 1972. 

However, its first application waa denied by the Fed in June 1073. At that 
time, the Fed not«d that both companies were likely competitors in local, regional 
and national mortgage banking markets and more favorable competitive reaults 
would ensue if Maniflacturers Hanover entered those markets de novo or acquired 
a smaller firm. The Fed also said it viewed unfavorably a covenant Ijetween Manu- 
facturers Hanover and U.S. Industries, parent company of Citizens Mortagage, 
that U.S. Industries would not engage in a business similar to Citizens Mortgage 
anywhere in the United States for five years. 

Manufacturers Hanover asked for a review of the denial and the Fed reversed 
itself in October 1973. At that time it noted that U.S. Industries would not 
supply the mortgage banking firm with the necessary capital for future growth, 
which suggested that chances of the mortgage banking firm and the nolding 
company becoming real competitors were very slender. Tile Fed also noted that 
the nolding company offered assurance that mortgage interest fees could be 
reduced with the holding company affiliation. 

Manufacturers Hanover also eliminated the covenant with U.S. Induatiies 
restricting that company's future activities when it asked the Fed for a review 
of the denial. 

In approving the acquisition, the Fed said that Citizens Family Assurance Co., 
a reinsurance subsidiary of Citizens Mortgage, must be sold within two years. 
According to Manufacturers Hanover spokesmen, this reinsurance company has 
been divested. 

Citizens Mortgage Corp., also acts as adviser to Citizens Mortgage Investment 
Trust, a publicly owned real estate investment trust. 

The most recently opened of Citizens Mortaage's offices is the Arlington, V»., 
office facility which was approved by the Fed in November 1974. In approving 
the new oHice the Fed described the authorized activities as "mortgage banking 
business including, without limitations, arranging, making or acquiring, for Its 
own account or for the account of other, loans and other extensions of credit; 
servicing loans and other extensions of credit; acting as investment adviser and 
manager to a real estate investment trust ; providing bookkeeping or data process- 
ing services for Manufacturers Hanover Corp., its subsidiaries and affiliates, and 
storing and processing other banking, financial, or related economic data, such as 
performing payroll, accounts receivable, or billing services." 

Manufacturers Hanover Leasing Corp. is a subsidiary of the holding company 
with offices in Los Ann^les, San Francisco, Houston, Dallas, Des Floines, HL; 
Atlanta and New York. The company was created in 1972 when the leasing 
activihr was spun out of the bank, according to holding company officials. All <n 
the offices have been approved by the Federal Reserve. 

The leasing subEidiar7 is authorized by the Fed to lease personal propertr, 
subject to the limits of Regulation Y calling for the terms of the tease to fully 
compensate the lessor. Manufacturers Hanover's literature says the company 
is very active in arranging leveraged leases for big-ticket items as well as other 
leasing arrangements for the midcUe-market of $100,000 to $5 million. 

Manufacturers Hanover Commercial Corp, is a direct subsidiary of the bank 
with offices in New York, Los Angeles, Atlanta, and Charlotte, N.C, engaged 
in factoring and other forms of accounts receivable financing. Federal Reserve 
approval of the activity or of the company's new offices has not been souj^t 
because the company is a subsidiary of the bank, officials expt^ned. 

The bank purchased the firm, an old-line factor known as Iselin-Jeirerson 
Financial Co., Inc., New York, in early 1972. The first of the three regional offloee 
was opened in Los Angeles in January, 1974. 

The three Edge Act corporations within the holding company are all direot 
subsidiaries of the anchor bank. Two of them. Manufacturers Hanover IntanU" 
tional Finance Corp. and Manufacturers Hanover International Banking Corp., 
are New York-based companies which are vehicles for making investmento in 
foreign companies. Manufacturers Hanover International Banlc (Los Angeles) 
is an Edge Act corporation engaged in foreign-related banking activities dnoe 
January, 1974, 

Id December, 1974 the bank withdrew applications it had filed with the Fed- 
eral Reserve Board for new Edge Act banks In Atlanta, San Francisco, Houston 
and Chicago. Officials of the bank said then that the dedi^n jva» the'rceiilt of 
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internal review and analysia and not linked to the constralnta suggested in the 
Fed'B approval of ita application to acquire Ritter Financial Corp. 

BesicleB the New York-based anchor bank. Manufacturers Hanover has five 

subsidiary banks located in upstate New York, and Long Island. Acquisitions of 
the five existing banks were approved by the Federal Reserve between July, 
1972 and June. 1973. 

Currently tne five Bmollcr subsidiary banks are: the $95.0 million-deposit 
Manufacturers Hanover Trust Co./Suflolk, N. A., Bay Shore, Long Island, with 
14 offlcea; the S30,9 million-deposit Manufacturers Hanover Trust Co. /Mid- 
Hudson, Monroe, with eight offices in Orange and Rockland counties; the $44 
million-deposit Manufacturers Hanover Trust Co. Genesee Region, Ontario, 
with six offices in the Rochester area; the $45.7 million — despoeit Manufacturers 
Hanover Trust Co. Capital Region, Latham, with six offices in the Albany 
area; and the $48.5 million — deposit Manufacturers Hanover Trust Co./Westem, 
N. A., Olean, with eight offices in the Buffalo area. 

Last month, the holding company announced a reorganization plan for its 
New York state subsidiary banla. After statewide branching, becomes effective 
for New York Jan. 1, 1975, It intends to continue to have three regional banks 
with independent charters In the Buffalo, Rochester and Albany areas. Those 
banks would be Manufacturers Hanover Trust Co. /Western, N. A.; Manufaetur- 
era Hanover Trust Co. /Genesee Region; and Manufacturers Hanover Trust Co./ 
Capital Region, respectively. 

Subject to regulatory approval Manufacturers Hanover Trust Co. /Mid-Hudson 
and Manufacturers Hanover Trust Co. /Suffolk, N. A. would be merged with the 
anchor bank Manufacturers Hanover Trust Co. 

Currently the holdina companj^ is in the process of applying for permission to 
acquire the $11.7 million-deposit Seaway National Bank, Watertown, with 
four offices. In June, 1975 it ended its attempts to purchase the $20.3 million- 
deposit Genesee Valley National Bank & Trust Co., Geneseo, with two offices. 

Manufacturers Hanover Trust Co. conducts the largest U. S. Treasury securi- 
ties clearance operation of any bank in the U. S. according to officials of the baak. 
The bank itself is not a dealer of Treasury securities. It Is a dealer and under- 
writer of tax-exempt securities, however. 

Manufacturers Hanover Trust Co. also maintains a full time trust officer 
in Albany who solicits business for the trust department of the anchor bank. 
This officer has an office in the Albany facility of Manufacturers Hanover Trust 
Co./Capital Region, Latham. At one time there were other such trust repre- 
sentatives on Long Island, in the Rochester area, and in the White Plains area, 
but they have been discontinued. 
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[Hepriated from the AmeiictD Banket. Oct. 29, 1675] 

284 CiTicoEP NoNBANK Offices in 34 States 

(By Michael Quint) 

New York. — The $56.9 billion-asset Citicorp here, holding company for the 
$44.6 billion -deposit First National City Bank, haa nonbank domestic aubsidiariea 
outside New York City with a total of 284 oIHces in 164 cities and 34 states plus 
the District of Columbia. 

In addition to First National City Bank, the largest retail bank in New York 
City with 251 offices, there are six smaller banks in New York State with a total 
of 50 offices. The six Edge Act banks within the holding company are located on 
both coasts as well as in Chicago and Houston. 

In the introduction to Competition in Financial Services, a 1974 study by 
Cleveland A. Christophe about the financial services offered American consumers 
by nonbanks, Walter Wriston, chairman of Citicorp said, "The real advantage 
enjoyed by nonbanklng firms is their right of entry into new geographic markets, 
and flesibility to introduce new products. The solution to this inequality lies not in 
increasing the regulatory burden of non -ban king-based competitors wWch already 
are adequately supervised, but rather in expanding the flexibilities permitted 
banking-based firms." 

Banking regulators so far have been flexible enough to allow, or at least not 
disallow, Citicorp's activities in consumer finance, sdling and reinsuring credit- 
related insurance, mortgage banking, leasing, factoring and other asset-based com- 
mercial finance, management consulting, investment management, urban rede- 
velopment, providing venture capital to small businesses, credit card services, 
travelers checks and travel services, operating loan production offices, and the 
full line of commercial banking services, including securities underwriting and 
distribution. 

Most of the geographic expansion has been through the consumer finance, mort- 
gage hanking and leasing subsidiaries. 

Nationwide Financial Services Corp., a St. Louis-based consumer finance com- 
pany, has 170 offices in 112 different cities and 21 states. The company was 
known as Acceptance Finance Corp. before Citicorp acquired in it January, 
1973, following Federal Reserve Board approval the previous December. 

Expansion of Nationwide into new market areas has been achieved almost 
entirely by the opening of new offices rather than acquisitions. Citicorp haa filed 
more formal applications with the Fed to open new offices for its consumer finance 
subsidiary than any other bank holding company. Beginning with applications 
submitted in March, 1973, Citicorp has sought, and obtained, approval for 93 
new offices in 68 cities and 12 states. Subsidiaries of Nationwide now operate in 
six states — Idaho, Kansas, Nebraska, South Dakota, Texas, and Montana — 
where Acceptance did not have offices at the time it was acquired. 

Nationwide has closed seven offices in that period, besides relocating many 
others. 

Nationwide's offices identify it as a subsidiary of Citicorp, and all are linked 
by computers. 

Besides the geographic expansion, Citicorp has created new subsidiaries of 
Nationwide ofl'ering consumers products different from those of traditional con- 
sumer finance companies. 

Nationwide Financial Corp. of Colorado, from its Denver office, is offering 
executives and professional people a lending service through the mail. Qualified 
persons would be able to obtain a personal loan of up to S10,000, or more In some 
cases, or a line of credit. An application for this new activity was filed with the 
Federal Reserve in 1975. 

Citicorp Person-to-Person Financial Centers Inc. with 19 offices in the Phoenix, 
New Orleans, Denver, and Salt Lake City markets are subsidiaries of Nationwide 
that compete with the other nationwide consumer finance offices in those markets. 
The activities of the Person-to-Person units, which the Fed approved in Septem- 
ber and October, 1974, are consumer personal lending, purchase of consumer 
installment sales finance contracts, personal loans secured by equity in a house, 
making mortgage commitments for one to tour-unit houses, arranging preauthor- 
ized consumer revolving credit which may be drawn down by filUng out payment 
orders, and acting as a broker for the sale of credit-related insurance. 

Nationwide has further broadened it« scope of services by obtaining Fed ap- 
proval for four industrial banks, two in Salt Lake City, one in Murray, Utan, 
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and one in Fort Collins, Colo. Currently An application for a fifth such bank, also 
known as Morris Plan banks or thrift and loans, in Ogden, Utah, is pending. In 
Utah, the activities of an industrial bank were added to the existing Ferson-to- 
Pereon offices, officials in the holding company explained. The Fort Collins in- 
dustrial bank has been approved, but in Sept., 1975, the Fed grantee an extensiop 
of time for it to ttart business. 

These industrial banks differ from other consumer loan outlets in Nation- 
wide in that they gather funds at the retail level through the sale of thrift oer- 
tificates rather than being funded only by the holding company's commer- 
cial paper or other outside borrowings. The thrift certificates sold by the indus- 
trial banlis are for various maturities and offer interest rates slightly higher 
than those at savings and loan associations. 

In Utah the three industrial banka have arranged with private insurers for 
$40,000 of insurance per person for thrift certificates. This was not arranged for 
the Fort Collins industrial bank because there was already an established Colorado 
guaranty program to cover holders of the certificates. 

The industrial bank subsidiaries of Nationwide also act as agents for sales 
of credit-related insurance, just as do the regular offices of the consumer fi- 
nance company. Additionally, the Fed's approvals in July, 1975, for two of the 
Salt Lake City industrial banka specified that they were allowed to sell life in- 
surance equal to the difference between the maturity value of a deposit plan of 
periodic deposits over a specified term and the balance at the time of the de- 
positor's death. 

A Natirnwide official noted that the industrial banks have not been operating 
long enough to discuss their experience. 

He said that only in the last few months have there been enough suoh banks 
operating in the Salt Lake City market to warrant supporting them with ad- 
vertising. He explained that Nationwide was just testing the concept in one 
market before deciding whether or not to open other such institutions in other 
markets. 

The Person-to-Peraon companies are also a limited effort to test new products 
and their acceptance in just a few markets, the Nationwide official continued. 
The question of Person -to- Person 'a viability in its present form is still unde- 
cided, but he affirmed that some pieces of its product appear successful and might 
have value in other Nationwide offices. One such product was the intereat-beaiTog 
nature of a!l Person-to-Person's personal loans rather than the precomputed 
method of payment based on scheduled rather than actual balances, he said. 

In addition to the new offices and product lines of the various Nationwide 
subsidiaries, Citicorp has made continuing efforts to expand Nationwide'a presence 
through acquisitions of existing companies in markets where it has littie or no 
presence. Currently it has applications pending before the Fed to acquire three 
consumer finance companies with a total of 115 offices in seven states. In these 
applications it points to its efforts to open new offices and offer new services 
without acquiring existing companies. 

Amfac Credit Corp., Los Angeles, with 28 offices in California, and West Coast 
Credit, Seattle, with 20 offices in Washington were both the subject of applications 
submitted to the Fed in October, 1974 and which the Board fcrmally accepted in 
April, 1975. 

An application to acquire Federal Discount Corp., Dubuque, Iowa, was alao 
accepted by the Fed in May, 1975. Citicorp announced plans to purchase the 
consumer ^nance company, which has 67 offices in Iowa, Illinois, Minnesota, 
Wisconsin and North Dakota, in July, 1974. 

The appUcations for all three of these companies stress the marketing economies 
of sc^e that would be realized if the purchases were approved. Citicorp points out 
that de novo expansion into the markets served by the three companies is hindered 
in some cases by state regulators and that it would take years to build up a syctem 
of offices comparable to those it wishes to acquire. It adds that perhaps the de 
novo expansion would never be undertaken because it would not be economioally 
viable starting from such a small number of offices. 

In the appiicationa Citicorp points to its past record of de novo expansion tutd 
innovation through Person -to-Peraon. For example, in the West Coast applica- 
tion it explains that if Person -to- Person is successful," (and early return* suggest 
it will be) it can spread only to markets wherein Nationwide has, or can quickly 
have, sufficient presence to warrant the expenditure of funds on media advertieiag, 
transaction processing equipment and reduction of profit margins on loons/ 
Without the -20 West Coast offices there is not a large enough presence to wurant 
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making these expenditures, Citicorp continues and so Washington c 
deprived of the consumer finance alternative. 

Citicorp s! ya if It had the Amfac and West Coast offices it would be able to 
justify de novo ixpinsion la'er. For example, it raiaea the possibility of opening 
new offices in A'.aaki if it acquires West Coast, but points out that neither it nor 
West Coast will be able to expand to that state unless the application is approved. 

In the applications Citicorp points out that small unaSiiiated consumer loan 
companies are often becomirK less viable competitors of banks and large con- 
sumer loan companies. In the Amfac application for example, it sa}^ that without 
the benefits of economies of scale, small financial service companies are relegated 
to a narrow riingj of high cost credit services to a small and high risk segment of 
the population. 

Besides the necessity of having a critical mass of offices to make aggressive 
media advertising economical, Citicorp cites several other advantages and econ- 
omies that would occur if the small consumer finance companies were purchased. 

Paper flows of the small consumer finance companies could be reduced by 
automation and new products that do not generate so much paper, Citicorp says. 
It cites specifically the use of an on-hne computer system,, preauthorized credit 
arrangements and the use of credit cards. 

A bank holding company also has the advantage of lower cost funds, greater 
access to capital, broader product lines to cover the fixed costs of the consumer 
finance company and tax benefits, Citicorp claims. It notes in its applications 
the new products it has introduced since the acquisition of Nationwide and says 
it will continue to introduce new products if the acquisitions are approved. 

The application for West Coast explains the type of relationship of consumer 
to financial service conipany that Citicorp is seeking. First, it not«s there would 
be more consumer confidence in the finance company because of the link with 
Citicorp. It cont'nu'js to note tl'at there would be a consumer education staff 
that would "strive to generate a rapport with its consumer customers as yet 
undeveloped outs.de the credit union movement's common bond philosophy." 
The aim is for "society to view credit as a resource rather than a last resort," 
Citicorp says. 

The Nationwide cousumer finance offices act as insurance agents or brokers 
for the sale of credit related insurance, but do not provide general insurance 
advice. In each state where Nationwide has offices there is a Retlaw Agency 
Coro. which performs this function out of the consumer finance offices. 

Gateway Life Insurance Co. is a Phoenix-baaed subsidiary company of Nation- 
wide which reinsures the credit-related insurance policies that the RetJaw Agencies 
hav3 placed with independent underwriters. 

Advance Mortgage Co., Southfield, Mich., is a mortgage banking firm with 71 
offices in 44 towns and 16 states, plus the District of Columbia. 

The company was acquired by Citicorp in July, 1970, but approval from the 
Federal Reserve Board to retain the shares has not yet been obtained. In the 
absence of this specific approval, the mortgage banking company has continued 
to expand to a point where it is now the second largest servicer of mortgages in 
the nation and has opened new offices in Seattle, Phoenix, Tucson, and Houston, 

The Fed, when it denied approval for Citicorp to retain Advance in December, 
1973, cited the undue concentration of resources that would result. At that time 
Advance was only the fifth largest servicer of mortgage loans. 

However, the Fed's denial was worded to allow Citicorp to resubmit an appll- 
cation before the end of 1980. If the ownership has not been approved by ttien, 
the Bank Holding Company Act Amendments of 1970 call for the subsidiary to 
be divested. Citicorp currently has no formal application to retain Advance 
before the Federal Reserve. 

While the Fed has not approved Citicorp's ownership of Advance, it has favor- 
ably considered applications by Citicorp to expand the mortgage banking company. 
In August, 1973 the Fed approved a new Advance office in Seattle, in October of 
the same year it approved offices in Tucson and Phoenix, Ariz., and tn November 
it approved a new office in Houston. 

Lakeland Assurance, Inc., Phoenix, is a direct subsidiary of Advance which 
reinsures insurance poUcies made available to mortgagors whose mortgages are 
being serviced by Advance. 

Citicorp Leasing, Inc. is a direct subsidiary of the holding company with 23 
cities in 20 states, including the New York City office. {Besides the New York 
office, there is an office in Cranford, N.J., indicated as being in the New York area 
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on the map.) The company is primarily engaged in leasing capital equipment to 
the middle market of $25,000 to So million. It offers corporate cuatomera a wide 
variety of tailored leasing programs, advice, and financial assistance. A spokesman 
noted that there is referral of customers between the leasing and banking businesses 
of Citicorp, and that the two compete with each other to the extent that a company 
has alternatives between a bank loan or a lease. 

The status of Citicorp Leasing with the Federal Reserve is not yet clear, an 
official of the holding comjiany noted. Citicorp has not yet applied for approval 
to retain the company and it is not certain that the approval is necessary, ne said. 

Citicorp has not sought Fed approval for any of the regional offices of Citicorp 
Leasing or for the leasing company's activities. 

The uncertainty arises because Citicorp Leasing is engaged in activities that 
the ComptroUer of the Currency had approved aa appropriate for national banks, 
but then the company was spun out of the bank in 1969. The Bank Holding Com- 
pany Act Amendments of 1970 specified that subsidiaries of a holding companjr 
that were active on June 30, 1968, need not seek Fed approval, through the Fed 
could of its own volition require that the activity be terminated. Companies which 
began operating between June 30, 1968, and the start of 1971 must obtain the 
Fed's approval before 1981. Some lawyers at Citicorp note that the bank was 
engaged in the same teasing activities prior to June 30, 196S as Citicorp Leasing; 
is engaged in now, and that the apln-out to a separate company in 1969 does not 
mean that Citicorp Leasing tost any characteristics of the bank's activity. Others 
say that approval should be obtained because Citicorp Leasing is a subsidiary 
of the holding company that was created in 1969 and that therefore it falls within 
the quasi-grandfatbered period and must obtain approval by 1981. 

Citicorp Business Credit is a factoring company with representative offices in 
Atlanta, Chicago, and Los Angeles besides its New York City headquart«rs. It is 
the successor of Citicorp Factors, Inc., which in turn followed Hubshman Factors 
Corp., an old line factoring company acquired by the bank in 1965. 

Citicorp officials noted that Citicorp Business Credit's activities have broadened 
into a wider variety of asset-based financing than just pure factoring. To the extent 
that a corporation has alternatives between selling its short term assets, leasinR, 
or borrowing from a bank, the various Citicorp subsidiaries are competing witti 
each other. There is also referral of customers among the different companies. 

All the transactions generated by a representative Citicorp Business Credit 
office are routed through New York City, it was explained. To open offices that 
could handle transactions on the spot would require approval by the Federal 
Reserve Board, as that would be a new activity, a Citicorp official said. Like 
Citicorp Leasing, Citicorp Business Credit was within the bank until the holding 
company structure was established. 

Cresai^ McCormick & Paget, Inc. is a management counsulting firm with offices 
in New York City, Washington, San Francisco, Los Angeles, and Chicago. The 
firm, which offers a broad range of management consulting services to businesses, 
governments, and other institutions, is a direct subsidiary of the holding company 
and was acquired in 1970. 

Like Advance Mortgage the firm was acquired prior to the effective date of 
the 1970 amendments to the Bank Holding Company Act, so the Fed's approval 
for the ownership must be obtained before the start of I98I. Otherwise the com- 
pany must be divested, 

Citicorp has not yet appUed for permission to retain the company and the 
Federal Reserve has not yet determmed that providing management consultinx 
services tor firms other than a holding company's subsidiaries is a permitted 
banking related activity for holding company. 

Citicorp Investment Management, Inc. offers portfoho investment advice from 
offices in Houston and San Francisco. The Federal Reserve's approval in February, 
1973 of the first office in Houston said that the new activity would consist of 
providing portfoho investment advice to individuals, partnerships, corporations, 
trusts, and others as well as providing general economic advice including statistical 
forecasting services, and industry studies. 
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[KepriDted from tbe Ameiicaa BBUker, Oct. 23, IBTS] 

Nationwide Spread of BHCa: 330 Nonbane Offices of BankAuerioa 
Corp. in 32 States 

(By Michael Quint) 

New York. — The $64.2 billion-aaset BankAmericA Corp^ San Francisco, 
holding company for the S52.3 billion-deDOsit Bank of America NTASA, will have 
339 nonbank offices in 32 states afttr it divests itself of some consumer finance 
offices in the western United States, 

Bank of America, besides its 1,045 branches in California, has five Edge Act 
corporations, a securities trading operation in New York City, and four corporate 
service centers. 

The holding company's subsidiaries are engaged in consumer and sales finance, 
commercial lending, mortgage banking, selling and reinsuring credit-related 
insurance, leasing, computer services, investment management, providing venture 
capital to businesses in the U.S. and abroad, marketing traveteis' checks, and a 
full range of banking services. 

BankAmerica'a most geographically dispersed domestic subsidiary is Finance- 
America Corp., an AUentown, Pa., consumer finance company kncw.i as GAC 
Finance, Inc., until August, 1974. After the proposed sale of 127 consumer finance 
offices in 12 western states, announced Sept. 18, 1975, is completed, Finance- 
America will have 317 offices in 31 states. BankAmerica acquired the company 
In January, 1974, aft«r obtaining Federal Reserve Board approvf^ in the preceding 
month. 

The offices to be sold in the western U.S. are omitted from the accotapany' 
ingmap. 

When the Fed approved the acquisition, BankAmerica agreed io divest he 
consumer finance offices in California, Oregon, Washington, Arizona, New Mex. o, 
Texas, Idaho, Montana, Wytming, North Dakota, South Dakota and Colora. o, 
as well as some other asseti of GAC Finance, Inc. 

The offices in the 12 affected stages have been operated under the name of 
GAC Finance pending the ale, Tl e a«re ment calls f r fhem to i-e purchaaed ..y 
ITT Financial Corp., a su' sidiary < f inte national Telephone & Teli graph. 

BankAmerica will be allawed to reenter tne consumer finance business in those 
12 states through an acquisition or by creating a new office, but any such expan- 
sion will require Federal Reserve Board approval. 

BankAmerica officials noted that the holding company must still arrange to 
sell the General Rediscount Corp. portion of Finance America Corp, Selling Gen- 
eral Rediscount would be the final step in complying with the divestiture require- 
ments contained in the Fed's approval of the holding company's acauisitjon of the 
consumer finance company. This division provides financing for otner small con- 
sumer finance companies. 

The exact number and locations of consumer finance offices shift frequently 
because of changing growth patterns in cities and internal reorganization, a Fi- 
nanceAmerica official noted. The locations shown on the accompanying map are 
based on an internal FinanceAmerica roster as of June 30. The map does not in- 
clude seven offices of FinanceAmerica which are engaged in collection of bad loans 
made by other offices. 

An official of FinanceAmerica noted that approval of the Federal Reserve is 
necessary to open new offices or to relocate an office by more than a mile. Approval 
is not necessary to close an office, he added. 

Finance America's advertisements and store signs identify it as "A Bank- 
America Company" or "A BankAmerica Financial Service Company." 

The largest portion of FinanceAmerica's business is in the consumer credit 
division, which makes personal loans where permitted and also finances con- 
sumers' purchases of appUances, furniture and other goods from retailers. In 
February, 1975, FinanceAmerica said there were 303 offices in this division and 
that 259 of them offered loans secured by second mortgages. Subject to state laws, 
the consumer loan offices also sell credit-related insurance. 

An Oklahoma City office is the base for a loan program offered to profesaionids 
and executives in 16 states by mail. 

FinanceAmerica said the offices in the consumer credit division are finked by 
an on-Une, real-time computer system. FinanceAmerica officials said the com- 
pany does not use the services of Decimus Corp, another BankAmerica subsidiuy 
offering computer services. 
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Beginning in July, 1974, six Finance America loan offices in Pennsylvania 
Btarted selling BaokAmerica Travelers Cheques. This activity was extended to 
the remainder of the Finance America loan offices in tliat atate at the start of 
1975 and officials said that they plan to expand the activity to other states. 

FinanceAmerica Private Brands is the largest element in the diversified division 
of FinanceAmerica. The Private Brands offices in Los Angeles, San Francisco, 
and Dallas were not included in the sale agreement though they ore located in 
states where the consumer finance offices are to be divested. 

In its promotional literature, FinanceAmerica explains that the Private Brands 
financing provides a manufacturer or wholesaler with a credit line necessary in 
distributing producte to dealers. It notes that the client can iiave Private Brands 
set up a special company with the name identified with the client or product, or 
that the company caii use its own money and Private Brands only as manager. 

"Utilizing on-line data processing, Private Brands furnished marketing and 
credit data, financial records, analyses of sales performance and reports of product 
turn-over, FinanceAmerica explained. 

In an application in April, 1974, to the Fed to change the location of the Al- 
lentown. Pa,, branch of Private Brands, its activities were described as engaging 
"in providing funds and or credit services in connection with financing of stock 
and floor plan inventory of distributors and dealers of consumer products; maJces 
available at dealers option and cost, fire, theft, and damage insurance on s 
monthly reporting basis covering only outstanding indebtedness on such floor plan 
inventory. 

FinanceAmerica Management Services offers retail cliento credit or services. 
Besides providing marketing information, it can perform eh the fimctions of a 
credit department for a retailer. 

Other activities of FinanceAmerica Management Services include servicing 
student loans for correspondence schools and big ticket items for nonconsumers, 
the company said. 

The commercial division of FinanceAmerica began operations in Oct. 1974, 
after the company was acquired by BankAmerica and has only one office in 
Allentown. The division provides credit seouied by receivables, machinery. 
equipment and inventories. It also will make loans secured by the borrowers 
real estate, accoi ding to FinanceAmerica. 

An official in he division explained that it is not the factoring business. In Its 
pron-otional lite.ature, F'nance/ merica said it p.ans to istablish regional offices 
for thiij divisi n as its volume of business expands. 

Besides the real estate tending of the bank, BankAmerica Corp. has a mortgage 
banking subsidiary operatiDg in eight cities in eight states. Originally there were 
three subsidiaries created de novo, but at the end of 1974 they were consolidated 
into BA Mortgage Co., Inc. The holding company's annual report explained that 
BA Mortgage Co. differs from the bank in that it originates mortgages but then 
sells them to institutional investors, retaining only the servicing. 

BA Mortgage Co. of Denver, Inc., was the first to be established and was 
permitted by the Federal Reserve In August, 1972, to open a Denver office that 
would make or acquire tor Its own account or for the account of others loans 
and other extensions of credit, as would be made by a mortgage company. 

The Fed's approval specifically noted that the permitted activities included 
the development, making, placement and servicing of mortgage loan investments 
on residential. Industrial and commercial property. 

In April, 1974, the Fed approved the creation of BA Mortgage Co. of Texas, 
Dallas, with the same authorized activities as the Denver-based company. 

BA Mortgage Co., Inc., was approved by the Fed in June, 1974, with offices 
in Miami, Atlanta, and San Francisco. Its permitted activities were the same as 
for the two existmg mortgage banking subsidiaries. In October, 1974, the Fed 
permitted BA Mortgage to open additional office in Minneapolis, Kaiisas City 
and Chicago. 

In addition to the nonbank mortgage banking firms, BankAmerica has other 
subsidiaries engaged in real estate advice, lending against mortgages or making 
mortgages on recreational properties. 

BankAmerica Realty Services, Inc., San Francisco, was authorized by the 
Fed in August, 1971 to act as an investment adviser to BankAmerica Realty 
Investors, a real estate investment trust, and to provide advice on real estate 
matters to BankAmerica Corp. and Its affiliates. At the time of the approval, 
the Fed also denied permission to "establish and sell limited partnership interest 
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iD real estate abdicates and to provide investment advice and management for 
such syndications as the general part 

BankAmerica Realty Investors is 
the holding company or the bank. 

Western America Financial, Inc., San Francisco, is a subsidiaiy of the holding 
company that was authorized by the Fed in Auguat, 1971, to purchase notes 
secured by deeds of trust and mortgages covering recreation land or recreation 
homes. 

BankAmerica'a leasing activities through its nonbank subsidiaries were »u- 
thoriied by the Fed in January, 1975, when it approved the activity in the offices 
of the BA Mortgage companies, except San Francisco. The language in the Fed's 
approval for the leasing activity closely follows that of Regulation Y requiring 
the lease to be a functional equivalent of an extension of credit and that terms 
of the lease, including tax benefits, will yield a return to the lessor sufficient to 
cover the full cost of the property, including the cost of financing the property. 

A spokesman for the holding company ooled that although the Fed has author- 
ized leasing of real property at the BA Mortgage Co. locations httle of this activity 
has been done. He added, however, that the holding company was studying the 
possibility of engaging in the leasing business at those offices and perhaps expand- 
ing the activity to include personal property. 

The primary leasing company within the holding company is BA ticasing 
Corp., San Francisco, a direct subsidiary of the bank that was formed in 1071 to 
engage in the leasing business in a similar manner to the bank. All leasing business 
out of Cahfomia is booked through BA Leading Corp., officials said. They noted 
also that in the last two years leases generated through Decimus Corp. have been 
booked through BA Leasing. 

BA Insurance Aeency, Inc., and BA Insurance Co., Inc., both in San Francisco, 
are subsidiaries of the holding company that were approved by the Federal Reserve 
in May and December, 1973, respectively. They are involved in selling and 
reinsuring insurance contracts related to extensions of credit made by Bank of 
America only and operate only in California. 

BA Insurance Agency acts as an insurance agent for sales of credit life and 
disability insurance related to extensions of credit by the bank, including Timeplan 
loans. In January, 1973, the agency also was authorized to act as an agent for 
sales of mortgage redemption and disability insurance related credit extended by 
the bank. 

The primary insurer for insurance contracts sold by BA Insurance Agency Is 
Occidental Life Insurance Co. of California, Los Angeles, a subsidiary of Tnna- 
america Corp. 

Occidental, in turn, reinsures insurance sold by the BA Insurance Agency 
with BA Insurance Co., a wholly owned subsidiary of BankAmerica. Offioiab 
noted that BA Insurance Co. reinsures only insurance contracts related to exten- 
sions of credit by Bank of America. 

Decimus Corp., with six offices in five states, is a subsidiary of the holding 
company that was yiproved by the Federal Reserve in April, 1972. It has offices 
in San Francisco; Glendale, Calif.; New York; Elk Grove, 111.; Houston, and 
Piscataway Township, New Jersey. All these offices, except for the one in New 
Jersey, were authorized in April, 1972. The New Jersey office, located midway 
between New York City and Philadelphia, was approved in October, 1974. 

The Fed's approval of the Decimus offices listed several activities. It may 
engage in full payout leasing of personal property, primarily computer equipment, 
or act as an agent or adviser for such a lease. Also, it may store or process data 
used by financial institutions, such as demand deposit accounting, general ledger 
accounting, account reconciliation, installment loan accounting, mortgage 
loan accounting, savings accounting, credit union accounting, commercial loan 
accounting. It also may store and process Unancial and accounting data for non- 
financial institutions relating to payrolls, accounts receivable or payable and other 
billing services. 

Additionally, Decimus Corp. was authorized to provide bookkeeping or data 
processing services for the. internal operations of BankAmerica and its affiliates. 

According to officials of BankAmerica Corp., Decimus has been the largest 
independent processor of demand deposits for commercial banlis in California tor 
several years. Decimus is about 94% owned by BankAmerica. 

Decimus Computer Leasing Corp. was approved by the Federal Reserve in 
July, 1972, to lease computer equipment, primarily to large corporations, in the 
eanie locations as Decimus Corp., except for Piscataway Township, N.J., which 
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had not yet been established. DecimuB Computer Leasing is 80% owned by Bank- 
America and 20% by Decimus, 

BA Investment Manftgement Corp., San FranciBCo, a subsidiary ot the holding 
company approved by the Federal Reserve in July, 1972, provides investment 
management and research services for the Bank of Ainerica trust department and 
institutional tax-exempt funds. It also is the adviser to Montgomery St. Income 
Securities, Inc. San Francisco, a closed-end investment company that is now pub- 
licly owned, but was originally sponsored by Bank of America. 

Subsidiaries of the Bank of America with ofScea outside of California are its 
corporate service centers, Edge Act banks and an office of its bank investment 
securities division in New York City. 

The tour corporate service centers, or loan production offices, are located in 
Chicago, New York, Los Angeles and San Francisco. These ofGces do not accept 
deposits. 

The Ed 
jhicago, B , — ._ 

Bank of America (New York) is the oldest Edge Act bank in the country, 
established in 1948. This bank makes investments in foreign companies, as well 
as engaging in internationally related commercial banking. 

The newest Edge Act subsidiaries were all established or approved by the Federal 
Reserve in 1971. They are Bank of America International of Chicago, of Florida 
and of Texas. 

Another Edge Act subsidiary, Bamerical International Financial Corp., San 
Francisco, was established in 1962 but differs significantly in function from the 
others. Its primary activity is the providing of venture capital to foreign companies 
through investments, rather than commerical banking. 

In addition to Bamerical, there are two other companies that provide venture 
capital to small businesses. 

Small Business Enterprises Co., with offices in San Francisco and Los Angeles, 
is a small business investment company that is a subsidiary of the bank. Formed 
in 1959j it provides venture capital to small lirms throughout tiie U.S., but pri- 
marily m California. 

WestVen Management, based in San Francisco and formed in 1970 is a subsid- 
iary of the holding company that manages a partnership called Western Invest- 
ment Associates, which provides venture capital to foreign and domestic companies. 
BankAmerica is the principal partner in Western Management which in turn is 
the general partner of Western Investment Associates. 

The partnership has not been approved by the Federal Reserve, but officials 
of the holding company noted it was established prior to the Bank Holding Com- 
ply Amendments of 1970. 

They said terms of the partnership calls for it to dissolve in 1978 and if Bank- 
America were to set up a similar activity then, it would be necessary to obtain the 
Fed's approval. 

BA Cheque Corp., San Francisco, which was approved by the Federal Reserve 
in June, 1973, markets and distributes the travelers checks which are issued by 
BankAmerica Corp. It is a subsidiary of the holding company. The checks are 
payable through Bank of America, which is reimbursed for its costs. By making 
the holding company the issuer rather than the bank, costs of the business were 
reduced by eliminating the need to maintain reserves against checks outstanding, 
the application to the Fed explained. 

Senator McInttre, Thank you. (Jo right ahead, Mr. Volckhausen. 

STATEMENT OF WIIUAM VOLCKHAUSEN, SPECIAI COtmSEL TO 
THE NEW YORK STATE STJPERINTENDENT OF BANKS, NEW YORK 
STATE BANKING DEPARTMENT 

Mr. Volckhausen. My name is William Volckhausen and I'm 
special counsel to the superintendent of banks of the State of New 
York, I am appearing this morning for superintendent of banks John 
Heiman who is unable to be here. I am p;rateful for the opportunity to 
appear before the subcommittee to testify on the International Bank- 
ing Act of 1976. 
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As the leading center in the United States of international bankinc;, 
the State of New York is deeply interested in this proposed act. hi 
addition to being the headquarters for a number of American banks 
with extensive activities abroad, foreign banking organizations owa 
and operat« in New York State some 105 licensed entities: agencies, 
branches, investment companies, and subsidiary banks whose assets in 
June of this year exceeded $43 billion, the lai^est concentration of 
foreign bankii^ assets in any State. 

Tms morning in my oral statement I would like to limit my com- 
ments to a couple of broad issues which have been raised by this 
proposed legislation. 

The New York State Banking Department is opposed to the pnssage 
of this legislation in its present form, most importantly, because the 
act will tend to freeze the development of foreign banking into its 
present geographical mold. Many parts of our country are developing 
an import and export business and, as a consequence of legislation such 
as this, would be unable to attract the foreign facilities which normally 
accompany and finance such development. 

It would seem to us that the regulation of foreign banking in the 
United States should function with the goal of encouragii^ that foreign 
banking presence to sustain and invigorate the various American 
centers of international trade and finance so as to facilitate the flow of 
capital through the United States capital markets and the movement 
of trade into and out of the country. Moreover, this legislation will 
foreclose many States from attracting full service foreign branches to 
improve the competitive climate in their domestic banking markets. 

The New York State Banking Department takes this position on 
this legislation despite the fact that, at first glance, the act would seem 
to be beneficial to New York in that it would encourage foreign banks 
seeking entry to set up in New York the single branch permitted by 
this act. Further reflection on this point, however, suggests that the 
act's benefit to New York is probably marginal since New York is the 
money market center of the United States and the worid and most 
banks interested in expansion in the United States would seek a New 
York presence. In other words, foreign banks would most likely choose 
to center their American banking activity in New York for reasons 
having little to do with anything written into the International Bank- 
ingAct of 1976. 

The primary impact of the act in this regard would be to deny to 
States other than New York, and perhaps California, the presence 
of foreign banks. It is our understanding that other States, for ex- 
ample, Illinois, Massachusetts, Oregon and Georgia and others, are 
increasingly eager to attract foreign banking organizations to cany 
on business within their borders. 

Denying to individual States the option of inviting foreign banks to 
establish branches, however, is only one of several of the act's proposed 
changes which raise significant and complex issues. For example, 
the act would impose upon foreign bankmg organizations reserves 
and other requu*ements of membership in the Federal Reserve System. 
Is the imposition of those restraints necessary, and is it equitable, 
when it is remembered that for domestic banks membership is 
voluntary? 

So extensive is the act's increase in the authority of the Federal 
Reserve Board over foreign banking that it may fairly be said to 
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amount to substantial preemption of State authority. This is con- 
trary to the duality of powers with respect to domestic banks which 
most observers agree has served well in fostering a banking systf-m 
which has been responsive to the Nation's banking needs. This 
Federal preemption would be unfortunate and would set a troubling 
precedent. 

The act would also apply the restrictions of the Bank Holding 
Company Act to the U.S. nonbanking activities, especially securities 
activities, of foreign banking organizations. But this proposed change 
is particularly ill-timed since the Senate Subcommittee on Securities 
is conducting a study on the restrictions on bank activity imposed by 
the Glass-Steagall Act. It would seem to be sensible to look to the 
completed study and to its considered conclusions as the basis for 
congressional action. 

The act also requires, in lieu of FDIC insurance, the maintenance 
of a surety bond or a pledge of assets by the foreign banking organi- 
zation to protect depositors. The lack of speciiicity in the language of 
this section, however, leaves open the possibility of problems of ad- 
ministration and cost. In addition, the question arises as to whether 
the scope of protection to be afforded depositors would be as effective 
as that afforded by the well developed system of FDIC insurance. 
What is needed is a thorough and thoughtful analysis of the feasibility 
of deposit insurance, not an untested alternative that has come easily 
to hand. 

Taken together, then, the proposed act would impose upon foreign 
banking organizations in the United States a number of new re- 
straints and burdens which may well invite retaliation by foreign 
C3untries against the activities of American banks abroad. 

In summary, the changes proposed by the act are the subject of 
considerable debate and are, in general, ill-advised. The New York 
State Banking Department ut^s that do action be taken on this 
legislation at this time. Thank you, Mr. Chairman. 

[Complete statement follows:] 



M7 name ia Leonard Lapidua, Firat Deputy Superintendent of Banka of the 
State of New York. I am grateful tor the opportunity to appear before the Sub- 
committee on Financial Institutions, a subcommittee of the Committee on Bank- 
ing, Hni'oing, and Urban Affairs. The Subcommittee has invited my testimony on 
the Irtem-'tional Banking Act of 1976. 

Ai^ the 1 ading ccnt«r in the United States of international banking, the State of 
New York ia deeply interested in the proposed Act. In addition to being the head- 
quarters city for a number of American banks with extensive activities abroad, 
foreign banking organizations own and operate in New York State aome 105 
licenaed entities: agencies, branches, investment companies and aubaidiary banka 
whose assets exceed $43 bilUon. (Figures, June, 1976). Through more than 100 
yeara of aupervision of foreign banking activity. New York State has developed a 
regulator structure through which the State haa emerged as a center of world 
finance. Drawing upon this extensive experience in the regulation of foreign banks, 
I would now like to comment on the International Banking Act of 1976. 

Summary of Neui York State Banking Department poaiiion. The views of the Bank- 
ing Department on the Act may be summarized as follows ■ 
".) The ■ ■ - ■ 



. , .. mpose upon foreign banking organizations reserves and other 

requirements of membership in the Federal Reserve System, prohibitions on inter- 
state branching, and the Bank Holding Company Act restraints on nonbanking 
activities. In so doing the Act may invite retaliation by other countries againat 
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the activities of American banks abroad." These activities involve three times the 
total assets of foreign banks in the U.S. 

(2) The Act increases the authority of the Federal Reserve Board over foreign 
banking in the U.S. to the point of substantially preempting State authority. This 
is contrary to the duality of powers with respect to domestic banks which has 
served well in fost<^ringft banking system which has been responsive to the nation|s 
financial netda. This precedent of Federal preemption would be unfortunate. 

(3) By eliminating interstate branching and requiring foreign banks to choose 
a "home" state, the Act will tend to freeze the development of foreign banking 
into its present geographic mold. Many parts of our country are developing an 
import and export business and as a consequence of legislation such as this would 
be unable to attract the foreign facilities which normally accompany and finance 
such development. Moreover, many states would be foreclosed from attracting 
full service foreign branches to improve the competitive climate in their domestic 
banking markets. 

At first glance, the Act would seem to be beneficial to New York in that it would 
encourage foreign banks seeking entry to set up their single branch in New York. 
Further reflection on this point, however, suggests that the Act's benefit to New 
York is probably marginal since New York is the money market center of the 
U.S. and the world, and most foreign banks interested in expansion in the United 
States would seek a New York presence. In other words, foreign banks will 
most likely choose to center their American banking activity in New York for 
reasons having little to do with anything written into the International Banking 
Act of 1976. The primary impact of the Act in this regard would be to deny to 
states other than New York and perhaps, California, the presence of foreign banks. 

Priticiples of regulalioit of foreign banks. The New York State Banking De- 
partment believes that the regulation of foreign banking should be consistent with 
certain principles: 

(1) It should be a central purpose of any system of regulation of foreign banking 
to sustain and invigorate the American centers of international trade and finance 
BO as to facilitate thereby the flow of capital through the U.S. capital markets and 
the movement of trade into and out of the U.S. 

(2) The structure of regulation which is established should seek, for foreign 
banks, to provide the same opportunities and to impose the same limitations aa 
presently exist for domestic banks. The goal should be equaUty of options and 
equality of treatment once an option has been selected. 

(3) It is a fundamental tenet of the American dual banking system that super- 
visory authority is decentralized so that bank entry and conditions of bank opera- 
tion are determined in response to locally perceived needs. The demands of New 
York and Chicago mone3' market centers are vastly different from those of sub- 
urban counties or rural sectors. While the resultant system of mixed federal and 
state regulation is complex, it has worked well with respect to supervision of 
foreign bank activity in the U.S. There has been no evidence brought forward that 
this system has impeded the attainment of national policy objectives. 

Building upon the foundation of these principles, the Banking Department 
would make the following comments upon the proposed International Banking 
Act of 1976. While not deaUng with all subjects covered by the bill, this statement 
touches on those issues of greatest concern to the Department. 

Federal Reserve Board authority (section 7). — The bill would expand greatly the 
authority of the Federal Reser\'e Board to regulate foreign banking. SpecificaUy, 
section 7(a) would authorize the Federal Reser\'e Board to make the branches, 
agencies, and commercial lending companies controlled by foreign banks subject to 
reserve requirements and interest rate controls imposed on Federal Reserve mem- 
ber banks. Foreign bank offices will not be subject to reserve requirements if the 
worldwide banking assets of the parent do not exceed SI billion. 

Section 7 would also authorize the Federal Reserve Board to impose reporting 
and examination requirements and further regulations and restraints upon State- 
licensed branches, agencies, and commercial lending companies of foreign banks aa 
it these offices were member banks of the Federal Reserve System. 

Finally, section 7(e) provides that the establishment of any branch, agency or 
commercial lending company pursuant to state law must be approved by the 
Federal Reserve Board. 

Comment. At present U.S. banks arc free to seek charters from State bantdnK 
authorities to engage in a full scale banking business without seeking approval 

> See acpeDdli A. 
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from federal regulatory authorities, provided they chooae not to become Fed 
tnember<) or to operate as bank holding companies. Equality of treatment requires 
that the same option be open to foreign banks, i.e., with the approval of State 
banking authorities, they should be able to estabhsh a banking operation without 
being subject ti a veto by the Federal Reserve Board. Furthermore, no showing 
has been made that State approval of foreign bank activity in the U.S. has in any 
way run counter to the U.S. national interest. New York State authorities have 
consulted regularly with Federal bank regulators and the State Department with 
respect to foreign bank entry. 

The New York State Banking Department urges the elimination of the Act's 
grant to the Federal Reserve Board of a veto over foreign bank entry into the 
United States. 

The agencies and commercial lending companies of foreign banks aie barred 
from accepting deposits. Therefore, they do not function as banks. They are, in 
effect, nonbanK subsidiaries and should be treated hke the nonbank subsidiaries 
of domestic banks. The Federal Reserve Board should not be authorized to im- 
pose upon them reserve requirements and other regulations and restraints as 
it they were member banks. The Banking Department suggests that the terms 
"aeoncy" and "commercial lending company" be deleted entirely from section 7. 

With respect to branches of foreign banks, it may be argued that since U.S. 
banks do not have to become Fed members, it is discriminatory to foreign banks to 
subject them to required reserves equivalent to those imposed on member banks. 
On the other hand, it is true that virtually all U.S. banks with over $1 billion 
in assets are, in fact, members of the Federal Reserve System. Thus, to subject 
the branches ot toreigp banks with worldwide assets of over SI bilUon to the 
Fed's reserve requirements is not inequitable — if equity is judged by the present 
reality ot domestic bank operation. The imposition of reserve requirements for 
foreign branches is also supported by the comments set forth in the third paragraph 
ot page 3 of the report of the House of Representatives Committee on Banking, 
Currency, and Housing of May 26, 1976 (No. 94-1193). 

Apart from the imposition of reserves, however, the Federal Reserve Board 
should not be permitted virtually to preempt the regulation of state-licensed 
foreign branches by being granted authority to conduct examinations and to 
impose additional regulations as it these entities were member banks. The Banking 
Department has tor some time co-operated closely with the Federal Reserve 
Bank of New York to insure that the Reserve Bank receives all the information 
it needs to effectuate monetary policy and to discharge any ot its other responsi- 
bilities. The Reserve Bank, for example, receives from every foreign banking 
organization in New York on a monthly basis a copy ot a report of condition 
submitted to the Banking De^rtment. This report was designed jointly by the 
Banking Department and the Reserve Bank, 

The Act's grant of broadly expanded authority to the Federal Reserve Board 
is unneeded, and the Banking Department urges that it be eliminated. 

Interstate branching. Section 5 of the bill would bar a foreign bank, operating 
a branch in the United States, from estabUshing a second oranch in another 
state until national banks are authorized to establish branches across state lines. 
Interstate activities in existence on May 1, 1976, could be permanently continued 
under a grandfather clause. 

Comment. Those who support this section of the bill argue that foreign banks 
have a great advantage over U.S. banks because of their ability to branch across 
state lines. In fact, foreign banks appear to enjoy no meaningful competitive 
advantage vis-a-vis U.S. banks with respect to multi-state activity. 

U.S. banks have developed extensive multi-state systems of financial inter- 
mediaries and loan production offices which conduct a wide range of banking 
activities excluding, for the most part, the talcing of deposits. These domestic 
banks have the ability to conduct banking activity in more than one state by 
way of the following forms: 

(1) loan production offices and operating subsidiaries; 

(2) interstate non-banking activities of bank holding companies permitted 
under section 4(c)(8) of the Bank Holding Company Act (Federal Reserve 
figures indicate 662 of the applications filed tor such interstate activities were 
approved between 1971 and 1974) ; 

(3) Edge Corporation offices (thirty-two banks have some seventy-seven 
out-of-state Edge Corporation offices involved in international banking activity) ; 
and 
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(4) grandfathered multi-state banking (as of year end 1974, eight U.S. bonk 
holding companies held banks in more than one state under the Douglas Amend- 
ment to the Bank Holding Company Act of 1956). 

A recent series of articles in tne American Banker discussed the extent of this 
multi-state activity. The articles indicated that 12 bank holding companies, 
located in 7 states, had a total of approximately 1400 ofRces engaged in banking- 
related activities and located in states other than that of the anchor bank of the 
holding company. In addition, the same 12 holding companies conduct operations 
across state lines through 34 Edge Act Corporations and 23 loan production 
oSices. BankAmerica Corp., for example, has 336 non-bank offices in 32 states 
while Citicorp, has 284 non-bank offices in 34 states. 

Foreign banking organizations, on the other hand, have established rather 
litnited banking activities airross state Unes. For one thing, any foreign bank 
which has established a full service bank in the United States, is subject to all 
of the restraints on interstate banking which the Bank Holding Act imposes on 
domestic banks. 

At the same time, however, it is argued that foreign banks enjoy an advantage 
in retail banking since foreign banks have established deposit-taking branckei In 
five states (New York, Ihinois, Washington, Oregon, and Massachusetts), while 
United States banks may not branch across state lines. It is this fact which is the 
basis for the claim that foreign banks have an advantage over domestic banks 
with respect to interstate activities. Relatively few foreign banks, however, have 
established branches in more than one state.' Moreover, the basis for such multi- 
state activity as now exists is a positive authorization in the law of the receiving 
state and such an avenue is legally available as a basis for interstate banking by 
domestic bants. 

Specifically, the opportunity for full service banking across state lines is pres- 
ently available to domestic banks by way of section 3{d) of the Bank Holding 
Company Act. Section 3(d) permits acquisition or establishment of full service 
commercial banks by bank holding companies if state law contains positive 
language to that effect. And this opportunity to conduct full service banking 
across state lines is available equally to foreign or domestic bank holding com- 

iianies. States have simply chosen to extend reciprocal branching privileges to 
oreign countries but not to sister states.' 

In summary, then, the interstate activity of foreign banks is limited, and it is 
conducted on the basis of invitations extended by individual states. The states 
may, if they choose, extend similar invitations to domestic bank holding companies. 

The Banking Department believes that this existing legal framework, wnich Is 
a key feature of the Bank Holding Company Act, within which banking may be 
conducted across state lines is consistent with the principles of foreign bank 
regulation set forth at the beginning of this statement, and the Department, 
therefore, supports its continuation. 

Impact on New York Slate. The New York State Banking Department supports 
the continuation of the existing authority for interstate banking despite the fact 
that the International Banking Act's ban on interstate branching by foreign 
banks might, in a limited way, benefit New York. Although existing interstate 
banking activities would be grandfathered, with respect to the establishment of 
future branches under the Act each foreign bank would have to choose one state 
as its home state. Only within that one state could the foreign bank establish 
and operate a branch or subsidiary. By requiring the selection of one state as 
home state, the Act might appear to insure preservation of New York's pre- 
eminent position in foreign banking in the U.S. 

Further examination suggests, however, that the Act is of dubious benefit to 
New York. In the first place, most of the largest foreign banks at present carry 
on banking activity in New York. The Act would permit these banks to continue, 
permanently, whatever interstate activity they now have. Thus, the Act would 
have no effect, positive or negative, on existing activities in New York. Foreign 
banks with branches presently in New York would be barred from establishing 
branches in other states; this would probably be of marginal benefit to New Yoii 
to the extent, perhaps, of increasing the activity of New York facilities, but it 
would be a significant disservice to other states which want greater foreign 
banking. 

' A(^cordlag to data prepared bj the Federal Reserve Bonrd, a total of 10 baoke bad 
eBtnbllahed brancbes la mare than one State ns of Sent ember IDTS. 

s With the eiceptlon of Maine anfl Iowa. New York State authoritlOB on several occaglona, 
tacludlBg this year. Introduced leglslatloa wblcb would allow reciprocal lateretate baaklitK. 
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There are, hovever, a substaatial number of foreign banka still interested 
in establishing for the first time banlung operations in the U.S. The chancea are 
that most of these foreign banks will choose to establish their principal banking 
offices in the nation's money market center, namely, New York. But they will 
make that choice auite apart from the International Banking Act's requirement 
that they choose a nome state. They will choose New York because of the realities 
of finance and trade which have established New York as a world center. The 
Act's requirement of choosing a home state as location for a branch will simply 
serve as a bar to the foreign banka in establishing branches in other states. 

Finally, the Act's requirement of choosing a home state for branching may have 
a negative impact upon New York with respect to the Asian banks— especially 
the Japanese. Farced to choose a single home state, it is this group of Asian 
banks which may well choose a state other than New York: namely, California, 
and thereby be precluded from establishing a branch or sulMidiary in New York. 
For example, there are now 10 foreign banks with only an agency or commercial 
lending company in New York which have a branch or subsidiary in another 
state (in most cases, a subsidiary in California). These banks would be barred 
by this bill from establishing a branch or subsidiary in New York. 

In summary, then, the Banking Department does not see the Act's limitations 
on interstate banlting as being of any meaningful benefit to New York, while it 
would be of substantial disservice to other states. 

Furthermore, the Department believes that the regulation of foreign banking 
in the U.S. should function with the goal of encouraging the foreign banking 
presence to sustain and invigorate the various American centers of international 
trade and finance in order to faciUtate thereby the flow of capital through the 
U.S. capital markets and the movement of trade into and out of the U.S. Section 5 
of this bill, by barring interstate branching, wouM not further this goal and the 
Banking Department, therefore, urges that the Act be amended to [termit a 
foreign bank to establish a branch, agency or commercial lending company out- 
side of its home state where this is permitted by the bank regulatory authority or 
the law of the state in which the branch, agency or commercitJJ lending company is 
to be located. 

Nonbanking activities (section 8). Subsection (a) of this section appUes, with the 
exceptions and quaUfications noted below, the restrictions of the Bank Holding 
Company Act of 1956 to the nonbanking operations in the United States of foreign 
banks which control branches, agencies, or commercial lending companies in the 
United States, 

Subsection (b) of this section applies to shares and activities acquired or com- 
menced after December 3, 1974, and prior to the date of enactment of the bill. It 
requires that any foreign bank or other company to which subsection (a) applies 
must divest itself of, or terminate, such shares or activities not later than December 
31, 1985, unless they arepermissibleunder the general provisions of section 4 of the 
Bank Holding Company Act of 1956. 

Subsection (c) applies to those nonbanking shares and activities which were 
acquired or commended prior to December 4, 1974. Except as noted below with 
respect to the securities business, such shares and activities are indefinitely grand- 
fathered, subject to the power of the Federal Reserve Board to terminate the 
authority to hold such shares or carry on such activities. 

With respect to the securities businesses of foreign banks and their subsidiaries, 
section 8(c) of the bill allows them to cany on activities permissible for national 
banks under paragraph "seventh" of section 3136 of the Revised Statutes (12 
U.S.C. 24). 

Subsection (c) goes on to permit the grandfathered companies to — continue to 
engage in the U.S. in the business of underwriting and distributing securities to 
the extent necessary to participate in customary and usual syndicate activities 
in the U.S. by the managing underwriters or other underwriters on behalf of all 
syndicate members in connection with underwritings of such securities so long as 
the individual selling and distribution activities of any such foreign bank or 
company (whether direct or indirect through an affiliate) in connection with any 
such underwriting are confined to jurisdictions other than the U.S. 

Comment. The principal issue raised by section 8 is the involvement by bank 
affiliates in securities activities. The problem of the securities affiliates is limited 
to foreign bank branches. The alfiliates of foreign-owned banks are covered, at 

f>resent, by the Bank Holding Company restraints. While agencies and commercial 
ending companies may be dilated with securities firms, since they do not take 
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deposits, the7 are nnt true banks and should continue to be outside of the coverage 
of Glu^s-Steagall. Thus, the Banking Department would urge support of an 
amendment which would strike the references in section 8 to agencies or com- 
mercial lending companies. 

More broadly, however, since late 1975 the Senate Subcommittee on Securitiea 
has been conducting a study, including public hearings, on the restrictions on 
bank activity imposed by the Glass-Steagall Act. It would seem appropriate that 
no action be taken with respect to this issue until this study has been completed 
and there are thoughtful conclusions on which the Congress can rely. If and when 
Glass-Steagall is modified, the modified statute should apply equally to foreign 
and domestic banking organizations. {The bill seems to contemplate this equality 
of treatment by providing that foreign bank affiliates can engage in those securities 
activities permitted to national banks. The Banking Department agrees with thia 
approach in principle.) 

Federal branches and agencies. Section 4 provides that the Comptroller is au- 
thorized to approve the establishment of a federal branch or agency by a foreign 
bank in a state where it is not already operating a branch or agency under state 
law and where state law does not prohibit the establishment of a foreign branch or 
agency. 

Comment. At present a domestic bank can conduct bankine activities through a 
subsidiary chartered by state banking authorities and through a subsicUftry 
chartered by federal authorities. Equality of treatment reouires that foreign 
banks have the same option. The pronibition on the Comptroller's approval of a 
federal branch or agency in any state where the foreign bank is already operating 
a state-licensed branch or agency should be stricken in section 4, 

At present the Comptroller can approve the establishment of a national bank 
in any state without reference to state law. The Comptroller should have the same 
authority with respect to the establishment of federal branches or agencies. 

The Banking Department urges support for an amendment which would change 
section 4 in conformity with these two points. 

Appendix A 
[From American Banker, July 13, 1676] 

Gbsmam Banks Attack Equal Treatuent Bill 

Cologne. — The West German Banking Federation strongly criticiied Monday 
a United States bill to restrict American activities of foreign banks and predicted 
ttiat passage of the measure would provoke demands for retaliation in Europe. 

The federation charged that the proposed International Banking Act of 1976. 
sponsored by Eep. Henry S. Reuss, D., Wis., and two colleagues discriminates 
agMnst foreign banks under the pretext of creating equal conditions for domestic 
and foreign institutions. Mr. Reuss is chairman of the House Banking, Currency 
and Housing Committee. 

The bill would impose on foreign banks operating in the U.S. limitations slnil* 
lar to those under which domestic-owned banks function. 

The group, representing about 300 credit institutions in the nonpublic sector, 
said that major German banks have made sizable investments in recent jtxn 
in order to establish U.S. subsidiaries and to take shares in U.S.-based consortiums. 
Some banks might find it unprofitable to continue these activities if the new law 
were passed, the federation said. 

"In any case," it added, "the principle of reciprocity of free banking aoOvity 
would be damaged in such a degree that retaliation measures could be expected 
to be demanded by the European credit industry. . . . This in turn could hurt the 
efficiency of the international money and capital markets." 

The federation said that under the bill German banks would; 

Have to halt their U.S. securities business, with the exception of underwriting, 
by 1985. In practice, such business would dry up long before the end of the grace 
period. 

Would be subject to the Bank Holding Company Act that would prevent a 
German bank from opening a U.S. subsidiary while simultaneously oolding a 
share in U.S. industry or business. 

Be prevented from opening branches in several states. 

Have to participate in American deposit insurance even though they normally 
do not have nonbank depositors. 

The federation pointed out that American banks are allowed to operate universal 
institutions without restriction in every German city. These banks, like their 
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German counterparte, may engage in securities business, take shares in German 
industry and solicit deposits from the public. The principle of reciprocity demands 
the same privileges for German banks operating in the U.S., a federation spokes- 
man contended. 

The spokesman took note of arguments that, as a matter of equal treatment, 
German and other foreign banks would have to conform to U.S. rules, including 
a ban on multistate subsidiaries, the Bank Holding Company Act and the separa- 
tion of commercifj and investment banking. 

He noted the German banks' American subsidiaries compete in the U.S. only 
with the big international American banks. The major international American 
banlfs — the ones most affected by the presence in the U.S. of foreign-owned 
banks — do not support the Reuss bill. 

He said that the bill is supported by smaller banks, which fear competition. 
But German banks, at least do not attempt to compete for the type of business 
that supports smaller banks, he said. 

Senator McIntthe. Thank you. 

STATEMEHT OF CAROL GREENWAtD, COMMISSIONER OF BANKS, 
COMMONWEALTH OF MASSACHUSETTS 

Ms. Gheenwald, Thank you, Senator, for this opportunity to 
present Massachusetts' concern about two sections of the proposed 
international Banking Act of 1976. 

Sections 5(a) and 7{e) would impede Massachusetts' efforts to help 
a depressed economy and impede our efforts to develop Boston. 
Section 5(a) would prohibit interstate banking activities of foreign 
banks and would make the true functioning of international rapport 
very difficult, 

Ihave attached to mj' testimony letters from the secretary-treasurer 
of the Greater Boston Council of the AFL-CIO and from the executive 
director of Massport, both of whom agree with this position. As part of 
the economic development plans for New England, and most specific- 
ally for Massachusetts, a top priority has been to redevelop and ex- 
pand the port of Boston. To nave a seaport that's going to be a factor 
in international trade and finance means that you must have at least 
the opportunity for foreign banks to operate there. So this provision of 
the act would make foreign branches illegal in Massachusetts would 
certainly impede our efforts to develop one of the few areas in which 
we might have a comparative advantage. I would ask the Congress not 
to deny New England this possible avenue of development and to 
enshrine the hegemony of New York in international finacce. 

The second section of the bill which would hurt the economic 
development of Massachusetts in exactlv the same way is section 7, 
specifically section 7(e) which is the only part I'd like to object to. 
Section 7 deals with giving Federal Reserve substantial regulatory 
authority over state chartered foreign banks. There hasn't been any 
evidence that the States have failed to regulate these banks appro- 
priately and, therefore, there has not been shown that there's a tre- 
mendous need for federal authority here. It seems to me the one pro- 
vision that is really very detrimental for the economy of Massachusetts 
is to give the Fed veto authority over approval of the new branch 
be^ established and that's section 7(e). 

We would have no problem with your suggestion, Senator, that 
there would be some consultation over establisnmg a branch, but this 
is prior approval which would be a veto power for 9ie Fed, In 5(a) and 
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7(e) you have done the same thing; vou have taken away the ability 
of the state to attract foreign banking if it feels that s helpful or 
necessary for its economic development. 

This is a live concern in Massachusetts. Just on Friday, as chair- 
person of the board of banks of Massachusetts, I sat on a Dank appli- 
cation for a foreign branch from the National Bank of Greece wnich 
the board is very likely to approve, except that under section 5(a) the 
application is illegal and under section 7(e) the board of governors 
could have vetoed it before we would have seen it. 

This is, I want to emphasize, a hve issue in Massachusetts. We are 
very interested in developing the port of Boston and I think you could 
easily see how this would hurt us in development of a regional port 
of international significance. 

Senator McIntthb. Let me interrupt to ask you, if we sho^^ld 
eliminate section 7(e), are you prepared to live with the rest of 
section 7? 

Ms. Greenwald. Yes, I am. I have no personal — I did not come 
here today to object strongly to the Federal Reserve setting reserve 
requirements of foreign banks. That's not a problem to me. It's 
simply this prior approval, the veto power, which is objectionable. 
Thank you. 

Senator McInttre. Thank you. Please try to make your answers 
as succinct and brief as possible. I wiC ask questions and then I will 
yield to Senator Stevenson in about 10 minutes. 

The Federal Reserve — and you will answer in the order that you 
testified — suggests that section 5 of this bill be deleted in favor of 
section 3(g) of S. 958, its original bill; that a foreign bank would 
be able to establish a branch or rg^ncy outside of its home State 
only if a State bank organized under law of its home State would be 
able to do so. Would you comment? 

Mr. Olin. Well, I think that's the amendment you have given me 
here. It goes a little beyond that because it does fie it down as I under- 
stand it to national banks crossing State lines, and depending on the 
State and where this might occur we have problems. We certainly 
have problems on the west coast in Oregon, Washington and Califor- 
nia. The States of New York and California have talked of this sort 
of a concept, but we think that the section 5 should be amended as 
suggested by Representative Stephens. 

Senator McInttbb. The Federal Reserve has suggested language 
for a rewrite of section 5(a) of the bill and I would appreciate it if 
you would study this language and respond as quickly as possible 
for the record. 'That would be 7 days. You only have 7 days alter the 
closing of todav's testimony to have your answers in. 

"The Federal Reserve has suggested language for a rewrite on 
section 5(a). 

Mr. Olin. We will get that to you right away. 

Senator McIntybe. Do you wish to comment, Mr. Volckhausen? 

Mr. Volckhausen. I would say, Senator, that we believe that Uie 
appropriate principle on which interstate branching should rest is 
the principle which underlies the present section 3(d) of the Bank 
Holding Company Act. That is, that the States should have the 
capacity to determine that banks headquartered in other States or in 
otiter countries can carry on banking activities within their borders. 
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Ms. Greenwald. I think that the whole section 5(a) seems to 
rest on a misunderstanding of how domestic bankina; is actually carried 
out in the United States, rm opposed to this amendment, but actually 
as the American Banker article put it — as we heard in the testimony 
this morning about Houston, there are already 25 American banks 
from outside of Texas operating Edge Act operations in Houston. 
The prohibition on interstate banking of domestic banks has not 
in the shehtest prohibited our large bank holding companies, domestic 
bank holding companies, from operating nationally in every State 
in which they have interest in operating. So that the idea that some- 
how competitive advantage has been given to foreign banks just 
flies in the face of the reality. As the American Banker observed, 
there are 1,400 out-of-state banking offices of 12 American bank 
holding companies. 

The forei^ banks are here to do wholesale business and do exactly 
what our banks are doing in opening commercial lending operations 
and Edge Act operations in every State in the Union. It seems to 
me there's really a misunderstanding in this section about how 
banking is carried out in this country. I find this amendment unaccept- 
able and the pretext of treating them both the same is not true. 

[The following was received for the record:] 

The Commonwealth of Mabsachti8iittb, 

Office of the Cohmibbioner of Banks, 

Boston, Mass., September £, 1976. 
Hon. Thomas J. McIntyre, 

Chairman o/ Ike Suhctmiiniitee on Financial Instilidions, Dirksen Senate Office 
Building, Washington, B.C. 

Dear Senator McInttre: The Federal Reserve's proposed section 5(a) of 
H.R. 13876 does not meet the needs of Massachusetts because it limits the ability 
of a state to invite a foreii^ bank into its borders unless It is also willing to invit« 
other out-of-state banks. There is no need for one constructive action by a state 
to be contingent upon other actions. A state may well want to invite a foreign 
bank whose main thrust of business will be in promoting international trade and 
be unwilling to invite a bank whose orientation is essentially domestic- 

We urge the Committee simply to amend Section 5(a) to provde that a foreign 
bank may establish or operate a branch, agency, or commercial lending company 
in a state outside its home state where this is expressly permitted by the law of 
the state in which the branch, agency or commerci^ lending company is to be 
located. 

Sincerely, 

Carol S. Greenwald, 

Commissioner of Banh». 

Senator McIntthb. I was a little bit surprised by the answer of 
Secretary Dixon about Houston because I thought that the impact 
would be to limit it. That was the question of what would be the 
impact of this legislation on the abilities of cities such as Houston to 
become international financial centers. It was my understanding that 
foreign banks can branch into Houston but domestic banks cannot. 
Is that right? 

Ms. Gbeen'wald. Domestic banks open Edge Act operations and 
they have their operations there, 

Mr. VoLCKHAUSEN. I think it's true at this point that the State of 
Texas does not permit the branching of foreign bank organizations 
into Texas. 
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Ms. Greenwald. Senator, I think the answer you got from the 
Secretary would be easier if you had asked him about the effect it 
would have on Boston. 

Senator McIntyre. Well, we made that question. If we deleted 
section 7(e) could you live with the rest of section 7? 

Mr. Olin. There are three portions of section 7, we would like to see 
deleted — the oversight question, the reserve question and the veto 
question. 

Senator McIntthe. Then you couldn't live with it? 

Mr. Olin. Richt. 

Mr. VoLCKHAusBN. With respect to the imposition of the reserve 
requirements of the Federal Reserve, that is a provision with which 
the New York banking department could live. We are troubled by the 

firovisions of sections 7{b}, (c) and (d) which in rather sweepii^ 
anguage permit the Fed to treat foreign banking entities branches, 
agencies or commercial lending companies, as if they are member 
banks. That's too open ended, and we would like to see it amended. 

Mr. Olin. Those three sections, if adopted in its entirety, could in 
the long pull I think invite federalism of foreign banks. That's why 
we object to them principalW^. 

Senator McIntyre. Mr. Olin, would you please comment on the 
suggestion made by both the Treasury and the Federal Reserve to 
permanently grandfather the existing securities affiliates of foreign 
banks uner section 8? 

Mr. Olin. I think that's an area that I'm not prepared to comment 
on in full until after the Senate has done their study on the Glass- 
Steagal question. It seems to me they all go hand-m-hand and we 
ought to go into more depth of what the effect of that would be. 

Senator McIntyre, What do you think about that, Mr. Volck- 
hausen? 

Mr. VoLCKHAUBBN. I'm fully in accord with that position. 

Senator McIntyre. Ms. Greenwald? 

Ms. Greenwald. That would be agreeable to me. 

Senator McIntyre. Mr. Olin, Mr. Lapidus is not here but his 
testimony is and he maintains, and I quote: 

At present the Comptroller can approve the establishment of ft national bank 
in any State withoua reference to State law. The Comptroller should have the 
same authority with respect to the establishment of federal branches or agencies. 

Now this seems to be a direct contradiction to your statement. 

Mr. Olin. Our statement represents the consensus view of the 
State bank supervisors. That view holds that the States should be 
able to determine the banking structure within their borders. When 
we talk about international banks coming into a State with their 
different origins and interests, and whether they are wholesale or 
retail in nature, I think the State should be the one that determines 
whether they ^ould be admitted and the nature of their activities 
should they De admitted. 

Senator McIntyre. The Treasury Department points^ out that 
domestic State chartered banks all operate under the aegb of some 
Federal regulation, whether by the Federal Reserve or the FDIC. 
Therefore, isn't there justification for imposing some Federal regula- 
tion over foreign banks, for example, as proposed here? 
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Mr. Olin. Well, what they are talking about there in their view is 
symmetry for symmetry's sake and I don't buy that argument at 
aJl. We don't have Federal overs^ht for national banks being ap- 
proved or State banks being approved or anything else. We certainly 
concur with the concept that there should be a national charter for a 
foreign bank, but we don't agree that the Federal Reserve ought to 
be the one that has the oversight of the whole matter. 

Ms. Gbbbnwald. May I also point out it's not exacUy accurate 
to say that every bank operates under some Federal supervision. 
Massachusetts has 147 savings banks representing $18 billion in 
assets that do not have Federal supervision of any Kind. 

Mr. VoLcKHAUSEN. I would also point out, Senator, that in New 
York while the foreign banking entities there are not subject to 
Federal control, they do alream' submit fairlv extensive monthly 
reports to the Federal Reserve Bank of New York. So there is now 
Federal awareness of the nature and scope of their activities in New 
York. 

Senator McInttrb. Treasury suggests section 9 be stricken from 
the bill. Do you have any views on this, Mr. Olin, to strike section 9? 

Mr. Olin. The guidelmes. This isn't a provision that we have had 
any particular problem with since particularly in California and New 
York there is a form of consultation with the various Federal depart- 
ments, and so I think the conference doesn't have any problem with 
that section. 

Mr. VoLCKHAUsBN. I Can just confirm, Senator, that whenever a 
foreign bank makes an application to establish a presence in New 
York, we automatically consult with both the State department 
and the Federal bank regulatory authorities to see if there are any 
problems. 

Ms. Grbbnwald. We have no problems. 

Senator McIntthb. Now this question I'm going to ask you 
to answer for the record, or if you want to make brief remarks here, 
fine. If you'd like to expand for the record we would appreciate it. 

We've had some comment on the so-called Stephens and the so- 
called Rees-Muiphy amendments which were offered and rejected 
at the time this bill was passed in the House. Would you like to respond 
to that for the record? 

Mr. Olin. I would like to submit a written statement. Of course, 
we have in the past testified on the other bill, but basically it was 
those three sections in section 7 on Federal oversight and the inter- 
state reciprocity sort of thing on national banks. Our position hasn't 
changed from that, but we will reafiirm that in writing. 

On the Rees amendment, I think that any proposal in this area 
should rest heavily on the study that the Senate Securities Sub- 
committee is making regarding the Glass-Steagal Act, but we would 
be happy to put that in writing, too. 

Mr. VoLCKHAusBN. With respect to the Stephens amendment on 
sections 5 and 7, we will submit something for the record. As far as 
the Rees-Murphy amendment goes, there is some ambi^ity in the 
language of that as to exactly what it meant, and we will submit a 
further statement on that. 

[The following was reviewed for the record :] 
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Hon. Thomas JainoB Hclntyre 
Dirkaen Senate Office Building 
Room 5300 
Washington, D. C. 20510 

Re: International Banking Act of 1976 

Dear Senator Hclntyre: 

At the hearing on August 31 on the International Banking Act 
of 197G you requested the views of the Hew York State Banking 
Department on the amendments submitted by Congressmen Stephens 
■nd Rsea. The Department had prepared a statement of its 
position on the Act and these subject anendnents. He submit 
to you a copy of that position paper. The specific comnts 
on the subject amendments begin on page 3 and. In all cases. 
are underlined. 

You also asked for our comment on the Federal Reserve proposal 
for an amendment to section 5(a) of the Act, We vould oppose 
this amendment for the reasons set forth on pages 4 - T of 
the written testimony subditted to the Bubconimittee on August 
31. In summary, the Banking Department believes that the prin- 
ciple of section 3 (d) of the Bank Holding Company Act should 
govern the entry of foreign banking organizations into the U.S., 
namely: each state is free to authorize the entry of either 
donestic or foreign banking organizations. 



Sincerely yours. 



William Volekhausen 
Special Counsel to the 
.Superintendent of Banks 
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Intsrnstional Bankiii<r Act of 197A 



ellnlnatinc|^. IntaEitate branching by foreign bankB; and 
1 foreign 

Since Hew Yorlc Stace is the leading center of foreign banking 
activity in the U.S., this proposed legialation is. Of nocessity. 
of great interest to the State. Through nor* than 100 years of 
supervision of foreign bank activity, the New York State Banking 
DeparLiiMnt hau gained in depth understanding of Che requirements 
of effective regulation of this foreign bank presence. Drawing 
upon this extensive experience, the Banking Department wishes to 
conoent on the International Banking Act of 1976. 

Summary of New York State Banking Department position . The 
views of the Banking Department on the Act may be summarized ao 

1) The Act would impose upon foreign banking organiza- 
tions reserves and other requirements of membership 

,in the Federal Reserve System, prohibitions on inter- 
'state branching, and the Bank Holding Company Act 
restraints on nonbanking activities. In so doing the 
Act may invite retaliation by other countries against 
the activities of American banks abroad.* These ac- 
tivities involve three times the total assets of foreign 
banks in the U.S. 

2) The Act increoses the authority of the Federal Re- 
serve Board over foreign banking in the U.S. to the 
point of substantially preempting State authority. 
" ■ ' 1 controry to the duality of powers with respect 



> By eliminating interstate branching ond requirii 
eign banks to choose a "home" state, the Act woi 
at first glance, to be beneficial to New York ii 
it would encourage foreign banks seeking entry t 
. up their single 



■See Appendix A 
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Branch in Hew York. Further reflection on thie point. 



is probably marginal since New York ia the money mar- 
ket cencer of the U.S. and the world, and most foreign bankB 
interested in expansion in the United States would seek 
a New York presence. In other words, foreign banks will 
noBt ixxeiy cnoOBe to center their American banking ac- 
tivity in Hew York for reasons having little to do with 
anything written Into the International Banking Act of 
1976. The primary impact of the Act in this regard 
would be to. deny to states other than Hew York and per- 
haps, California, the presence of foreign banks. 

rinciples of regulation of foreign banks. The New York State 



1) It should b« a central purpose of any system Of ragu- 
lation of foreign banking to sustain and invigorate 
the American centers of international trade and fi- 

■ thereby the flow of capital 
■ eta and the movement of 



) The structure of regulation which is established should 
seek, for foreign banks, to provide the same opportu- 
nities and to impose the same limitations aa presently 
exist for domestic banks. The goal should be equality 
of options and equality of treatment once an option 
has been selected. 

) It is a fundamental tenet of the American dual banking 
system that supervisory authority is decentralized so 
that bank entry and conditions of bank operation aro 
determined in response to locally perceived needs. The 
demands of New York and Chicago money market centers ara 
vastly different from those of suburban counties or rural 
sectors. While the resultant system of mixed federal and 
state regulation is complex, it has worked well with res- 
pect to supervision of foreign bank activity in the c.S. 
There has been no evidence brought forward that this sys- 
tem has impeded the attainment of national policy objec- 



Building upon the foundation of these principles, the Banking 
Department would make the following comments upon the proposed In- 
ternational Banking Act of 1976. While not dealing with all sub- 
jects covered by the bill, this statement touches on those issues 
of greatest concern to the Department. 
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trd authority (section 7) . The bill would 
>ril-y nf thfl Federal Renerve Board to csgu- 
rcign banking. Specifically, section 7(a] would authorize 
tne federal Reserve Board to make the branches, agencies, and com- 
mercial lending companies controlled by foreign banks subject to 
reserve requirements and interest rate controls imposecl on Fedeeal 
Reserve member Danks. l^reign Dank oitices will noc be subjecc to 
reserve requirements if the worldwide banking asaeta of the parent 
do not exceed $1 billion. 

Section 7 would, also authorize the Federal Reserve Board to 
Ijnpose reporting and examination requirement a and further regu- 
lationa and reatrainta upon State-licensed branches, agencies, 
and commercial lending companies of foreign banks as If theae of- 
fices were member banks of the Federal Reserve System. 

Finally, section 7(e) provides that the establishment Of any 
branch, agency or commercial lending company pursuant to state lav 
must be approved by the Federal Reserve Board. 

Comment . At present U.S. banks are free to seek charters 
from State banking authorities to engage in a full scale banking 
business without seeking approval from federal regulatory author- 
ities, provided they choose not to become Fed members or to oper- 
ate as bank holding companies. Equality of treatment requires that 
the same option be open to foreign banks, i.e., with the approval 
of State banking authorities, they should be able to establish a 
banking operation without being subject to a veto by the Federal 
Reserve Board. Furthermore, no showing has been made that State 
approval of foreign bank activity in the U.S. has in any way run 
counter to the U.S. national interest. New York State authorities 
1 bank regulators and the State 





Stephens ID. Ga.) plans to intro- 




he international B^nkinq Act of 1976 














The agencies and commercial lending comp«nieB of foreign 
banks are barred frcm accepting deposits. Therefore, they do not 
function as banks. As a result, the Federal Reserve Board should 
not be authorized to impose upon them reserve requirements and 
other regulations and restraints as if they were member banks. The 
Banking Departrngnt suqqeEts that the terms "agGncy" and 'coirunercia] 
lending company" be deleted entirely from section 7 . 

Hith respect to branches o£ foreign banks, it may be argued 
that since U.S. banks do not have to become Fed members, it is 
discriminatory to foreign banks to subject them to required 
aquivalejit to those uaposed on membar banks. On tn« 
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othec hand, it i» true that virtually all U.S. banks with over 
51 billion in asBets are, in fact, me>bees of the Federal Reserve 
Syatem. Thus, to subject the brancho of foreign banks with world- 
wide assets of over SI billion to the Fed's reserve requiromenta 
is not inequitable — if equity is judged by the present reality of 
dooaatie bank operation. The isqwaition of reserve requirements 
for foreign branches is also supported by the ccmmenta set forth 
in the third paragraph of page 3 of the Connittee on Banking, Cur- 
rency, and Housing raport of May 26, 1976 (Ho. 94-11931, 

Apart from the imposition of reserves, however, the Fed should 
not be penaltted virtually to preempt the regulation of stata- 
licensed foreign branches by being granted authority to conduct 
examinations and to impose additional regulations as if these en- 
tities were member banks. The Banking Department supports Repre- 
sentative Stgpht-nH' ainendme-Kt- which would eliminate thifl' gganC-gt 
sHthnritv to the Fed while re ouiring state-licensed branciieB to tile 
rgporcs of cond ition with the Fed. 

Interstate branching . Section 5 of the bill would bar a for- 
eign bank, operating a branch in the U.S., fron establishing a se- 
cond branch in another state until national banks are authorised 
to establish branches across state lines. Interstate activities in 
existence on Hay 1, ig7G, could be permanently continued under s 
grandfather clause. 

Comment . Those who support this section of the bill argue 
that foreign banks have a great advantage over U.S. banks because 
of their ability to branch across state lines. In fact, foreign 
banks appear to enjoy no meaningful competitive advantage vis-a-Vi* 
U.S. banks with respect to multi-state activity. 

U.S. banks have developed extensive Dulti-stste syateMS of 
financial intermediaries and loan production officea which conduct 
a wide range of banking activities excluding, for the most part, 
the taking of deposits. These domestic banks have the ability to 
conduct banking activity in more than one state by way of the fal- 
lowing formal 

1) loan production offices and operating subsidiariest 

3) interstate non-banking activities of bank holding 
companies permitted under section 4(c)(3) of the 
Bank Kolding Company Act (Federal Reserve figures in- 
dicate 662 of the applications filed for such inter- 
state activities were approved between 1971 and 1974] ( 

3).Bdge Corporation offices (thirty-two banks have some 
seventy-seven out-of-state Edge Corporation offices 
involved in international banking activity}; and 

4) grandfathered multi-state banking, (as of year end 1974, 
eight U.S. bank holding coa^>anies held banks in noca than 
one state under the Douglas Amendaent to the Bonk BolAing 
Company Act of 19S6) . 
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the extant 

that 12 hank holding -companies located in 7 states, had a total 
of approximately HOC offices engaged in hanking-related activities 

holding company. In addition, th& same 13 holding companies con- 
duct operations across state lines through 34 Edge Act Corporations 
and 23 loan production offices. BankAmerica Corp., for example, 
has 336 non-bank offices in 32 states while Citicorp, has 2B4 non- 
bank offices in 34 state!. 

on the other hand, have estab- 
'ities across state lines. Foe 
IBS established a full service 
of the restiraintE on interstate 
imposes on domestic banks. 




Specifically, the opportunity for full service banking across 
state lines iS presently available to domestic banks by way of 
section 3(d) of the Bank Holding Co.iipany Act, K'y^tion 3(d) permits 
acguisitiun or establishinent of full sej^ice com:;;!rcial banks by 
bank holding companies if state law contains positive language to 
that effect. And this opportunity to conduct full service banking 
across state lines is available equally to foreign nr domestic bank 
holding companies States have simply chosen to extend reciprocal 
branching privileges to foreign countries hut not to sister states." 

In suBDiary, then, the interstate activity o£ foreign banks 
is limited, and it is conducted on the basis of invitations ex- 
tended by individual states. The states may, if they choose, ex- 
tend similar Invitations to domestic bank holding companies. 

The Banking Department believes that this existing legal frame- 
work, which is a key feature of the Bank Holding Company Act, with- 
in which banking nay be conducted across state lines is consistent 



"New Xork State authorities on several occasions, including this 
year, introduced legislation which would allow reciprocal inter- 
state banking. 
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tflth the principles of foreign bank regulation set forth at the 
beginning of this statementi and the Department, therefore, sup- 
ports its continuation. 

Impaet on New York State . The Hew York State Banking Dapart- 
mont supports the continuation of the existing authority for inter- 
£tstc boiiJcing dcSplLi; Llje IdLic chBc tne international Banking Act'a 
ban on interstate branching by foreign bankB might, in a limited 
way, benefit New York. Although existing interstate biuiklng ac- 
tivities would be grandfathered, with respect to the eBtablisbment 
of future branches iinder the Act each foreign bank would have to 
. choose one state as its heme stat@. Only within that one state 
could the foreign bank establish and operate a branch or subsidiary. 
By requiring Che selection of one state as hoote state, the Act night 
appear to insure preservation of Hew York's preeminent position in 
foreign banking in the U.S. 

Further examination suggests, however, that the Act is of but 
limited benefit to New York, in the first place, most of the lar- 
gest foreign banks at present carry on banking activity in New York. 
The Act would permit these banks to continue, permanently, whatever 
interstate activity they now have. Thus, the Act would have no 
effect, positive or negative, on existing activities in New York. 
Foreign banks with branches presently in Hew York would be barred 
from establishing branches in other states; this would probably be 
of marginal benefit to New York to the extent, perhaps, of increas- 
ing the activity of New York facilities, but it would be a signi- 
ficant disservice to other states which want greater foreign banking, 

t, a EubBtantial number of second level for- 
Ln establishing for the first time banking 
The chances are that most of these foreign 
banks will choose to establish their principal banking offices in 
the nation's money market center, namely, Now York. But they will 
make that choice quite apart from the International Banking Act's 
requirement that they choose a home state. They will choose Hew 
York because of the realities of finance and trade which have es- 
tabllshad New York as a wOrld center. The Act's i;equirement of 
choosing a home state as location for a branch will sijuply serve 
as a bar to the foreign banks in establishing branches in other 
states . 

Finally, the Act's requiri- :.iC of choosing a home state for 
branching may have a negative impact upon New York with respect 
to the Asian banks — especially the Japanese. Forced to choose a 
single home state, it is this group of Asian banks which may well 
choose a state oLiiec than New tork: namely, California, and there- 
by be precluded from establishing a branch or subsidiary in Hew 
York. For example, there are now 10 foreign banks with only an 
agency or commercial lending company in New York which have a branch 
or subsidiary in another state (in most cases, a subsidiary in Cal- 
ifornia). These banks would be barred by this bill frco establishing 
a branch or subsidiary in Hew York. 
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In sumnary, then, the Banking Department does not see the 
Act's linitatiCHiE on interatate banking as being of substantial' 
benefit to Hew YocX. 

FuEtherraore, the OepaEtinent believes that ttie regulation of 
foreign banking in the U.S. should function with the goal of en- 
couraging the foreign banking presence to auatain and invigorate 

in order to facilitate thereby the flow of capital through the 
U.S. capital markets and the movement of trade Into and out of Uie 
U.S. Section 5 of this bill, by barring Interstate branching, woi. 
not further this goal and the Banking Department, therefore, urqe£ 
support foe the a«l»ndlB»nt to be introduced by Hepregentative Robei 

company outsi.L3e of its home 

- - ..— . -,j -ank regulatory authority or 

the law of the stat* in which the branch, agency or commercial ler 
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and activities are indefinitely grandfathered, subject to the powei 
of the Federal Reserve Board to terminate the authority to hold sue 
■hares or carry on such activities. 

With respect to the securities businesses of foreign banks am: 
their subsidiaries, section B(cl of the bill allows them to carry 
on activities permissible for national banks under paragraph "aev- 
enth- of section 5136 of the Sevised Statutes (12 U.S.C. 24). 

Subsection (c) goes on to permit the grandfathered companies 

to— 

continue to engage in the U.S. in the business of 
underwriting and distributing aecuritieE to the ex- 
tent necessary to participate in customary and usual 
syndicate activities in the U.S. by the managing 
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undflEwriters or othec undarwriterB on behalf of all 
•yndicate member! In connection with underwritin^s 
of such securities so long aa the individual selling 
and distribution activities of any such foreign bank 
or coiqiBny (whether direct or 'indirect through an af- 
filiate) in connection with any such underwriting are 
confined to juriadictione other than the U.S. 

Comnent . The principal issue raised by section S Is the Ic- 
volvement by bank affiliates In securities activities. The prob- 
lem of the securities affiliates is limited to foreign boi " " 
Subsidiaries are covered, at present, by the Bank Holding 
restraints, while agencies and conmercial lending companies may 
be affiliated with securltieG fime, since they do not take de- 
posits, they are not true banks and should continue to be outalde 
of the coverage of Glass-Steagall. Thus, the Banking Department 
would urge support of an amendment which would strike the refer- 
ences in section 6 to agenciea or commercial lending companies . 

The Securities Subconralttees in both the Senate and the Bouse 
plan extensive review of the restrictions on bank activity imposed 
by the GlBBB-Steagall Act. If and when Glaas-Steagall is uidiflad, 
the modified statute should apply egually to foreign and domestic 
banking organizations. The bill seems to contemplate this equality 
of treatment by providing that foreign bank affiliates can engage 
in those securities activities permitted to national banks. The 
Banking Department supports this approach. 

Representative John M. Hurphy (D., H.y.) plans to introduce 
an amendment which would strike the language in section B Icl which 
is applicable solely to securities actlvitiea. Because the Banking 
Department believes that the securities activities of foreign banks 
should be subject to no special regulations, i.e., rules different 
from those for domestic banks, and because the bill's definition 
of permitted securities activities is unclear, the Department would 
urge support of the Murphy amendment . 

Anti-discrimination amendment . Representative James J. 
Blanchard (D, , Hich. ) plans to introduce an anendsent which would 
subject all branches, agencies and commercial lending companies of 
foreign banks to all federal and state laws barring discrimination 
based on race, color, religion, sex or national origin in so far as 
such laws now apply to domestic banks. The Banking Department urges 
support for this amendment, though it would prefer an amendment which 
would make auch dJEcrimination illegal for all domestic and foreign 

banks . Mew York's antl-discrimlnation "- '- ■•-^-- ■-- ■-■-- ^^ 

version of business from the Port of N 
died in Hew York State. 
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Section 4 proviii«B that th« 

Comptroller is" autEoElied to approve the eBtablishnent of a federal 
branch or agency by a foreign bonk in a state where it is not al- 
ready operating a branch or agency under state law and where state 
law does not prohibit the •stablishinent of a foreign branch or agency. 



Comment ■ At present a domestic bank can conduct banking ac- 
tivities through a Hubsidiocy chartered by state banking authorltle* 
and through a subsidiary chartered by federal authoritiss. . Equality 
of treatment requires that foreign banks have the Bame option. The 
prohibition on the Comptroller' s approval of a federal branch or 
agency in any state where the foreign banlt is already operntipg a 
state- licensed branch or agency should be stricken in section 4^ 

istablishmentof 
>; B ta"te_l.a V r~TKe , 
'eapec't' tb'tl e»- 



July 21, 19Te 
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[s. Ghbenwald. Generally, I would support the Stephens 
ndment, although I would want to emphasize again there's only 
provisions that I feel really vital to Massachusetts, and that's 



Ms. 
amendment, 

two provisions that I feel really ' 

5(a) and 7(e), although his amendments were broader than that, and 
I have no position on the Rees amendment. 

Senator McIntybe. Senator Stevenson. 

Senator Stevenson. Thank you, Mr. Chairman. 

I have one question only for each of the witnesses. If the interatate 
banking division sections of the bill were changed to permit interstate 
operation when authorized by State law and State regulation, what 
would their attitude be to the bill? Would you still oppose it? 

Mr. Olin. The position of the conference wouldn't be basically 
changed because of other provisions of the bill. When you say changed, 
to permit interstate operation when authorized by State law may I 
point out that interstate branching for foreign bank branches is 
already permitted now b^ some States. It is a matter of continuing 
what is alreadv in effect with foreign branches — they may branch into 
States that will permit it. The conference favors continumg tiiis. It is 
opposed to the provisions in H.R. 13876 which would preempt State 
laws in this area. Based on this preemption of State law proposed in 
section 5, and the unwarranted extension of Federal authority in sec- 
tion 7 of the bill, we think the bill as written is a discriminatory bill 
and we think it ought to be tabled. 

Mr, VoLCKHAusEN. It is the position of New York State that the 
two most objectionable features of the bill are the limitations on 
interstate branching and the Federal veto power in section 7(e) of the 
bill. If those two are eliminated, the bill would be more acceptable 
from our point of view. 

However, as I said earlier, we are still much troubled by the very 
substantial expansion of authority which is granted to the Federal 
Reserve Board in the other provisions of section 7 of the bill and we 
do feel that the imposition of the Bank Holdiog^Company Act restraints 
on nonbanking activities, before the Senate Committee has completed 
the study, is premature and we feel inappropriate. 

Ms. Greenwald. If sections 5(a) and 7(e) were removed, then 
Massachusetts' concern would be eliminated. 

Senator Stevenson. Thank you. 

[Complete statement of Ms. Greenwald and additional tetters 
received for the record follow:] 
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carcaln faatuxu of tba InUrmtloiul Bunking Kct of 1976 (a.R. 13676) ohicfa 
wuld haVB tha attict ol Uniting axiHinsian of Coialgn bank! in tbm BBtion, and 
In MaiaadiuHtU In paitlculai:. <*• nrga that tba bill ba dafaatad ia Ocaalttaa, 
sr at tha vacy laaM, that aactlona sla) aod 7(*) b* dalatad. 

BMtlona 5(a] and 7ta) wnU hwa an advaiaa and diacrlMinatoiy l»fBt 
OB aeatai like Haaaadnuatt* lAaia algnlf ^eut foralgn banking oparatlona da 
not praaantly axlat. Maaaachuaatta . irtiara Boaton claazly baa tba petantlal 
of furthaz- davalopHnt aa an iBtainatioBal banking cantu, muld ba diaadvantagad 
•laoa thaaa aactlon* would fluatnta or foraataU. nan antiy by fecalgn banka. 

■action 5<a] Mjuld affactlvaly prohibit nan Intsratata banking opacatlocw. 
It'a priaary iufct would ba to daiv to itata* othar than Maw Tork and paibapa 
California tba praaaoca of foreign banks. Tbera la no avidanca that a al a tln g 
■atiatata branch oparacloiH of foralgn baidia hav* baraad dowattc baiAlng 
or^aiUiation* or that tb« «tata autborltlM hava failad to ragulata foralgn 
bcaw^a whan aueh antry la dcawd to ba In tba Intaraat* of thalr xaaldanta. 

aa part of afferta to ravltaliaa tha dapraaaad Hasaacbuaatta roata^, Uh 
Oovarmr, tba Kayor ot Boatoa, bualnaaa and labor laadara hwra all foeoaad oB 
danloplng ttia Port of Boaton to facilitate the aovwit of trade into and oat 
of tba Haw England region. An integral part of a truly fanctlODing Intax- 
natlonal port la tha ready avalldiiUty of international finance and oloaa 
oontacta with foreign banking cntara. Thla antaiU tba pratfanoe of feeaign 
banks. The Bouse bill will cleaily frustrate tbe r«*italiiatlen of the Poet 

It is l^^rativa to KassaehDaatta that Section S(a] ba Hundad to provld* 
that a foreign bank laay eatabllsb or operata a biam^, agane] 
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iBiiding ctmeany In • ibita outaida lu hose aUta irtiue thia la aiqiraaaly par- 
■ittad by tha Im of tha atata In which tha bianch, tqmncy or coanarclal Icadlog 

bordaca ■ fcsstgo braBch IE It baUavaa thla 1* advantagaous to tha Intaceaca 
at Ita lacldantat and thla conatnictlva (tat* acUon nead not ba contlngant 
an fadanl aotlOD In ragaid to tha Interatata branching powaca of dcaaaUc 
bai** aa mpo—A In Sactlon S(«) at tha bill. Ka ■ raault of thla a n a n i lMn t, 
Huaachuaatta would b* abla to atiangthan 1^ Intumatlonal banking poattlon 
to tha banaflt of Its cltlaana, bualnavfli and financial coavaunlty by patMittlng 
Daw astry by localgn baoka. 

Sactlon 7 daala Hitb Um anUioi'lty of tha radaial Saaacva Gyatoa olth 
ragard to ataCa-choiterad foraign brandiaa, aganeiaa, and ccmardal landing 
ocopaniaap Ttia Fadaral Raaarva vould gain algnificant Tes(:rve-Bett.in9 
authority aid ganaral ragulatory auUwclty ovar atata-duirtazad foralgn 
faeiUtlaa undar Sactiooa J(a) and TW), raapactively. Whlla I fall to aaa 
the oaad for thaaa prcvlaiana—alnce tlM individual atataa bava parfoniad 
thalr ragulatory rale qnita Eeapoulbly in tha pa*t-'I do not find thaai 
Mrribly obj actionable. It ia not a aajor coDCari 



irtiich accapt depaalta. 

Bon«ar, Sactlon 7(a), trtiloh -ould eCfaetivaly ji™ tha Padaral Baaarva 
a vato svar any foralgn facility pi«poaad undar atate law. la axtcenely ra- 
pugnanti a Padaral Raaarva vato would diractly undenina atate optiena in 
ooneravantion of tha mat fundanantal princlplaa of the dval baiAing ayatan, 
that a atata ahould be free to charter a bank that will >eat the econcalc 
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tion heard fl branch application fiTiii tin National Boinh ot GreacS' The piofjooAd 
branch Hoold ba lllogal, sp«iflcBlly undar Saceicn 5(a} , and alsllmc InltiativH 
damirad by tha CoBaiMaalth could be ovarnilad by tha Fsdaral Baaarva iindar 
Sactisn T(a). Kbregatlcm oC stata authority mold b* ona tiling If any lafcii— ■ 
IB stata regulation had bean ahewn, but ttii'ijia elaarly not tha eaa*. Tha vato 
would lialt state aptiona vlth no offsetting benefit. I Hoat aBEhatlcally meg* 
■liBinatlon of Section T(e) fcoi tha bill. 



to fruitzate these aCate sapiratlons and to thua anahrlna tha hegMrnqr of N 
Vork City. Huaachuaetts and New EiiglBnd are d^raaaad areasi and by paaai 
thla bill, ycu vould be loading ona avenue of dcwaloriaent open to ua la «li 
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August 25, 1976 



The Honoratile Thmnas J. Mclntyre 
Dnlted State Senator 
Senate Office 
Hashington, D.C. Z051S 

Dear Senator Hclntyre: 

Several weeks ago you called to my attention your poaltlon 
on the Nighttime Curfew at the Logan International Airport, ft few 
days following your remarXs, I Issued Day own statenent baaed on ny 
staffs work which concurred with your belief that a Nighttime Curfew 
would have a detrenental effect on the New England economy. 

I wish to call to your attention an issue which I feel would 
have an even more serious economic impact to the region. The Interna- 
tional Banking Act of 1976 (H.R. I3B7) currently has several provisions 
in It which would negatively effect the regional economy. Specifically, 
sections 5A and 7E would have an adverse and discriminatory Impact on 
states like Hew Hampshire and Masaschusetts where significant foreign 
banking operations do not presently exist. This kind of protectionist 
policy gives a competitive advantage to those states where foreign 
banks already exist. For example, California has a great number of 
Japanese banks located there now and that situation greatly enhances 
California's trading position with the Japanese and other Asian trading 
partners. The current bill would stifle this Authority's efforts in 
developing increased trade and coimnerce with countries around the 

While admittedly foreign banks will be more difficult to 
control than American banks and are not completaly a part of America's 
great decentralized banking system, the disallowance of foreign banks 
doing buKiness in Hassachusetts will greatly weaken our ability to 
sell the Port of Boston. International banking facilities and the 
readibility of international finance is an Integral part of a truly 
functioning international port. 
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Sinco April, the Boston Seaport has been consecutively 

breaking dll historic records for containerized cargo coming into 
New England. We are presently in position to devote an enomiogs 
amount of operational and capital monies towards enhancing Seaport 
Development. This kind of development has broad ramifications for 
industry throughout New England. I am afraid that H.R. 1387 as 
currently written would stifle our ability to compete in the interna- 
tional market place for increcaed seaport commecce. 

I would appreciate your giving consideration to this vital 



David M. Davis 
Executive Director 
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^.^ y,M,,u^ sui^ tad m^ 

g&»««-/ 'K-*-, Sui^. JU ottot 



The [lonocable Thomas J. Mclntyre 

Chairman 

Subcommittee on Financial Instiluti. 

5300 Dirksen Senate Office Building 

Washington, D. C. 20515 



Bton, the Capital of the Commonwealth of MasaachuBetts and the Hub of the 
:lre New England Region, is one of the major financial centere of the United 

jvide the necessary service to the business community Ln the field of internationa 



This department is exerting its utmost efforts to revitalize the economy of 
MasaachuBetts. A great deal of attention is given to the Port of Boston, wherein 
the movement of goods to and from all parts of the world can be expedited more 

will influence the growth of the Boston Port. We need all the tools necessary to 

is such a tool. 

Senator, it is my firm belief that every state should have the right to invite a 
foreign bank or its branch to join our banking community. All banks, domestic and 

should be under the supervision and control of the state within which they are locatad. 
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The deletion or amendmeTit of Section! S(a) and T(e) of the International Banking Act 
of 1976 will in the future create a better financial position to our banking commiultv 
within the Commonwealth of Masaachuietta and the New England Region. 



Sincerely, 
John J. ^ 



^A 
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Senator McIntteb. Thank you all very much. 

We will now have the panel consisting of Mr. Robert Ackennan, 
president, Pacific Coast Stock Exchange, San Francisco; Michael 
Tobin, president. Midwest Stock Exchange, Chicago; and James 
Dowd, president, Boston Stock Exchange; and together with those 
three we will have the panel of Theodor Schmidt-Scneuber, president, 
ABD Securities Corp., New York; and Hart Perry, president, So 
Gen-Swiss International Corp., New York. 

It's my understanding from the staS that these witnesses are all 
mainly concerned with section 8, so if you all will come forward, and 
if you will testifjr as briefly and succinctly as possible to save time 
we would appreciate it. 

If you have any assistants that are going to come to the table with 
you, you will have to introduce them for the record and we will 

Erovide chairs for them We are very happy to see Mr. Al Harris 
ack with us again. We welcome you back to your old haunts. 
Now will you please proceed, Mr. Ackerman. 

STATEMENT OF Q. BOBEST ACEEBHAIT, PBESIDERT, PACIFIC 
STOCK EXCHANGE, INC., ACCOHPANIES BT CHABLE8 E. BICKER- 
SHAUSEB, JB., COUNSEL TO THE EXCHANGE 

Mr. Ackerman. Mr. Chairman, my name is O. Robert Ackerman 
and I am president of the Pacific Stock Exchange, Inc. I am accom- 
panied by Charles E. Rickershauser, Jr., of Munger, Tolles & Ricker- 
shauser, counsel to the exchange, who may assist me in answering 
some of your questions. 

The exchange welcomes this opportunity to present its views on the 
International Banking Act of 1976. 

The Pacific Stock Exchange believes that the enactment of section 8 
of the act is inappropriate at this time insofar as it restricts, or will 
restrict, the abihties of U.S. affiliates of foreign banlcs from engaging 
in the securities business in the United States. 

Candidly, Mr. Chairman, our initial reaction to section 8 was to 
support it because unless domestic and foreign banks are treated 
the same, domestic banks might use the existence of securities activi- 
ties by a£&liates of foreign banks as an argument for legislative per- 
mission to expand their securities activities. On behalf of our members 
we believe tnat such expansion would damage the capital rai^g 
mechanism of the United States and therefore would not be in the 
public interest. 

However, a closer analysis of the impact of section 8 has convinced 
us that the Pacific Stock Exchange should oppose the passage of 
section S at this time because it would impair the ability of the ex- 
change to compete and consequently would be detrimental to the 
development of a viable national market system for listed securities 
in the United States. We believe that elimination of securities dealers 
affiliated with foreign banks would have the practical result of sub- 
stantially impeding the development of meaningful competition in 
markets for United States listed securities while advancing the 
theoretical case for equality of treatment of foreign and domestic 
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banks. We think that the Senate is uniquely equipped to make a 
decision which prefers the practical result to tne theoretical. 

Basically, the Pacific, and the other regional stock exchanges, hare 
never been able to provide direct, meaningful competition to the 
New York Stock Exchange in marketmaking to attract a flow of 
orders. Consequently the regional exchanges have competed in a 
variety of other ways, which have provided innovations that have 
benefited the public and the seciirities industry. These innovations 
have ranged from improved clearing methods and automatic execu- 
tion systems to the admission of members with foreign affiliations. 
Many of these innovations have been, or are being, adopted by the 
New York Stock Exchange so that the regional exchanges are losing 
these competitive advantages. 

At the same time, the regionals look forward to competing directly 
in market making in a national market system when such a system is 
developed under the impetus provided by the Securities Acts Amend- 
ments of 1975. 

Unfortunately, our competitive position at the moment is difficult 
until that national market system is developed. The Pacific Exchange 
accounts for 4-5 percent of the total trading in listed securities in the 
United States. Significant reduction of this market share could affect 
our ability to survive. Members affiliated with foreign banks accounted 
for approjimately 3 percent of our volume during the first 6 months 
of 1976. Loss of this volume could cause loss of other volume since 
loss of order flow tends to have a snowballing: effect. 

We recc^ize that section 8 contemplates that our members who 
are affiliated with foreign banks may continue in business until 1985. 
But we do not believe ithat this "grandfathering" provision is an 
adequate solution since the mere passage of such legislation — whatever 
its effective date may be — may influence our foreign-bank-affiliated 
members to decide to withdraw their memberships and direct their 
business elsewhere, either to the New York Stock Exchange or away 
from investments in U.S. securities. We believe that either result 
would be detrimental to our country and to our exchange. 

We also believe that development of a national market system and 
resolution of the areas of permissible activity for domestic banks in 
the securities industry will provide the basis for a final decidon in the 
area of securities activities for foreign banh afiSliates. 

The final solution may range from immediate outr^ht prohibition 
to absence of any restrictions. However, we urge that the Senate wait 
to resolve this question until the more important developments occur 
and can be evaluated. 

If there are any questions, we would be pleased to attempt to 
answer them. 

statement of uichael r tobik, president, midwest stock 
exchahoe, inc., accompanied by alton b. eabbis, counsel 

Mr. ToBiN. My name is Michael E. Tobin. I am president of the 
Midwest Stock Exchange, Inc. 

I am accompanied today by Mr. Alton B. Harris, a member of the 
firm of Schiff, Hardin & Waite, our outside counsel. 
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We are pleased to have this opportunity to comment on H.R. 13876, 

This biJl is addressed to a large number of important and difficult 
questions. 

Most of the provisions concern banking activities that do not afiect 
Midwest or its members, and I will not comment on them. 

Section 8 of the bill, however, would regulate or prohibit the 
securities activities of firms affihated with foreign banks. 

A number of these firms are members of Midwest and, therefore, 
this section of the bill does concern us. 

My statement will be brief and limited to the reasons we believe 
section 8 of the pending legislation is unnecessary and inappropriate, 
and why the issues covered by the section should await resolution 
until the pending studies are completed. 

Ey way of background, the Midwest Stock Exchange is the second 
largest stock exchange in the United States measured by dollar value. 

During 1975 the trading volume on Midwest was approximately 
246 million shares with a total volume of $7 billion. 

Through July 31 of this year the volume on Midwest has been 171 
million shares with a volume of $5.6 bOlion. 

Midwest has 300 member firms doing business with the public. Of 
these, 143 are not members of the New York Stock Exchange. 

Approximately 30 of our members are affiliated with foreign banks 
or securities firms. 

Ten of our members are affiliated with foreign banks that maintain 
branches or agencies in the United States and thus would be affected 
by this legislation. I will refer to these firms as foreign members. 

With respect to market making or specialist activities on Midwest, 
we presently have 29 specialist units making active markets in 428 
securities. 

Two of the foreign members act as specialists on our floor or supply 
capital for specialists. 

These firms are responsible for market making in 17 securities or 
approximately 4 percent of all securities traded on the exchange. 

In terms of order flow, during 1975 over 700,000 transactions were 
effected on Midwest. Of this number, a foreign member was on one 
side or another of approximately 4 percent. 

My purpose in recounting this information is to make clear that our 
foreign members are substantial and important members of our 
exchange. They are a significant source of order flow to our market 
and represent an important and growing source of market making 
capital and expertise. 

Obviously, Midwest is not dependent on foreign members for the 
viability of its market. 

But the loss of order flow and market making commitments from 
the affected firms would, unquestionably, adversely affect the liquidity 
of that market to some demee. 

Such a loss of liquidity mi^t lead in turn to the redirection of other 
orders to other markets and thus a further weakening of our exchange. 
As we work toward a national market system, it is important — as 
this committee so forcefully argued in its report on the bill that 
became the Securities Acts Amendments of 1975 — to strengthen, not 
weaken, the regional stock exchanges as competitive trading centers. 
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Midwest is concerned that section 8 of H.R. 13876 would work 
against that objective. 

Apart from the adverse consequences that section 8 would have on 
the Midwest market, we believe there are two further and more 
important considerations that argue against the enactment of this 
le^slation. 

First, there does not appear to be any demonstrated regulatory 
need for a prohibition on foreign securities activities in the United 
States. 

The foreign members on our exchange have been good "regulatory" 
citizens. Their capital is strong and their trading activity contributes 
to the maintenance of fair and orderly markets. 

Indeed, during the 8 years that we nave had foreign members, not 
one disciplinary proceeding has been instituted against such a firm. 

Our view as to the absence of demonstrated abuses or regulatory- 
needs as to the securities activities of these foreign firms appears also 
to be true as to their banking activities. 

For example, in response to a series of questions from Senator 
Mclntyre, Arthur Bums, Chairman of the Federal Reserve Board, 
stated : 

There is nothing to indicate that foreign banks are "abusing" th^ powers in 
the sense that they are using the opportunities available to them under the present 
system to engage in any improper or unsound banking practices. On the contrary, 
it has been the experience of the Board that foreign banks operating in the United 
States have scrupulously complied with existing U.S. laws and regulations and 
have been generally cooperative in their dealings with the Board. 

In the absence of a demonstrated need for action at this time — 
either because of the banking activities or the securities activities of 
foreign banks — we find it difficult to understand the need for hasty 
ledslative action. 

The questions concerning the appropriate role and regulation of 
foreien-aflSliated broker-dealers in the U.S. markets are complex. 

What is needed, therefore, is not hasty, broad-brush action from 
the Congress, but a thorough study of the activities of foreign firms. 

This involves a careful balancing of the benefits these firms provide 
for our domestic markets against the potential dangers — competitive 
and regulatory. 

The study should in addition cover the long-range implications of a 
bill such as this for the overseas activities of U.S. securities firms. 

We believe the Congress and the industry should be doing every- 
thing possible to enhance the opportunities for domestic firms to 
conmete abroad. 

H.R. 13876 may run counter to this objective. 

In a broader sense, all of us should be working to strengthen the 
international capital markets — rather ihsn] building obstacles to 
their operation. 

The growing interdependence of the world's economies has led to 
an increasing need for integrated financial markets. 

The presence of foreign firms in the United States and of domestic 
firms abroad is a clear sign that multinational securities firms are 
necessary for the capital mai'kets of the future. 

The Midwest Stock Exchange is opposed to any legislation that 
would have a restrictive effect on such international development. 
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The second reason for postponing action on this legislation is the 
studies of banks' securities activities that are now in progress. 

I think we all agree that the securities activities of foreign banks 
present only a small part— a very simall part indeed— of the overall 
question of regulatorj' and competitive fauness in the U.S. securities 
markets. 

We have encouraged and supported the studies of bank securities 
activities by this committee and the Securities and Exchange 
Commission. 

It is our understanding that both of these studies are proceeding 
and will be completed sometime next year. When they are, there will 
undoubtedly be numerous recommendations which will then be 
exposed for public comment and debate. 

When that occurs I am sure we will all be back here discussing 
much the same issues as are under consideration today. 

The difference, however, is that we will then have much greater 
knowledge about the entire phenomenon of bank security activity 
and it wd! be possible to place the issue of foreign bank participation 
in our securities markets m its proper context. 

We agree with the former Comptroller of the Currency that "the 
wise course would seem to be to permit these current reviews of 1930*8 
policies — the Glass-Steagal studies — to be completed before con- 
cluding action on this proposed legislation." 

In closing, I want to emphasize that the Midwest Stock Exchange 
is committed to the principles of open competition embodied in the 
Securities Acts Amendments of 1975. 

In our view, our foreign members have contributed to the com- 
petitiveness of our marketplace and the vitality of the United States 
securities markets generally. 

Because of the absence of demonstrated abuses and in light of the 
ongoing studies of the entire subject of bank securities activities, we 
believe the constructive, competitive securities activities of our 
foreign members should be allowed to continue. 

Therefore, while we express no view on the other parts of H.R. 
13876, we ui^e that section 8 in its entirety be rejected. 

Thank you. 

Senator McInttrb, Now Mr. Dowd. 

STATEMENT OF JAHES DOWD, PRESIDENT, BOSTON STOCK 
EXCHANGE, BOSTON, UASS. 

Mr. DowD. Thank you. Senator. 

I am James E. Dowd, president of the Boston Stock Exchange, 
and with me today is J. Stephen Putnam, chairman of our board of 
governors. 

We welcome this opportunity to express our views on the impact on 
regional stock exchanges of the provisions of section 8 of H.R. 13876 
recently passed by the House. 

Under the bill as it was passed afhliates of foreign banks who are 
engaged in the commercial banking in the United States after Decem- 
ber 31, 1985 would be restricted to those activities as are domestic 
commercial banks. We believe that the House Banking Committee 
in reporting the bill did not give adequate consideration to the impact 
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of these restrictive provisions upon the regional stock exchanges by 
the fostering of competition among market centers which is the 
principal thrust of the 1975 act amendments to the securities acts. 

To appreciate the impact of the bill on regional exchanges it may 
be helpful to the subcommittee to understand the types of foreign 
members we have. As is well known, the New York and American 
Stock Exchanges have not permitted and do not permit foreign Srms 
to become members of those exchanges whereas the regional exchanges 
do permit such membership. These foreign members, all of which are 
registered as broker-dealers with the SEC and most of which are 
domestic chartered corporations, pay State and Federal taxes and are 
subject to all of the requirements as are U.S. registered broker-dealers. 

In general, our 22 foreign firms fall into three categories: Those 
which are U.S. affiliates of foreign broker-dealers in Japan and the 
United Kingdom for example; those which are affiliates of a foreign 
bank which is not engaged in commercial banking in the United 
States; and those which are affiliates of one or more foreign bank, 
some of which are engaged in commercial banking in this country. 

It is this third category of foreign members upon which the impact 
of the pending legislation is most severe and because of their relevant 
significance to regional exchanges and ours in particular these ex- 
changes will suffer. Other speakers today will describe in more detail 
the wide range of services these firms provide to both domestic and 
foreign investors, but I would like to confine my comments to two 
of these activities, those as dealer-specialists on regional exchai^a 
and as dealers for their own account and risk in international arbitr^e, 
both of which activities would be prohibited by the bill. 

Since ABD Securities Corp. was our first foreign controlled firm 
to become a member of the exchange in December 1968 and sub- 
sequently acquired membership on the Midwest and Pacific Stock 
Exchanges, I'll use it as an example. 

ABD is and since 1969 has been on the floor of the Boston Stock 
Exchange as a dealer-specialist in 29 issues. Many of these issues 
are instantly recognizaole such as Boeing Corp. Chlorox, Inter- 
national Tel. and Tel., and Sperry Rand. It is the specialist in four 
New England based big board issues as well as one issue which is 
traded exclusively through the Boston Stock Exchange. It is one of 
19 specialist imits on the Boston floor and holds six seats for its 
personnel. Its volume as a dealer-specialist in 1975 amounted to over 
1.25 million shares and in 1976 through July 30 nearly three quarter 
milUon shares. Its average equity for dealer activity in the Boston 
floor is $400,000 which amounts to 11. S percent of the total equity 
of all dealers combined. The firm, as of June 30, 1976, had a net 
capital of $5,644,000. 

Having established itself on the floor of tlie exchange as a dealer-' 
specialist, ADB is thus permitted to act as a broker for other members 
who do not have their own personal representatives on the floor. 
This is a substantial segment of its business and in 1975 ABD billed 
other members in floor commissions $954,792. It maintains a highly 
professional block trading staff, and in connection therewith is some- 
times forced to taking a position and at risk substantial blocks of 
securities pending location of buyers or sellers. Its intematioaat 
arbitrage activity, by its nature, a dealer or principal function, has 
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also been substantial and throi^h it helps to make more liquid mar- 
kets in the more popularly internationally known issues. 

Obviously, with a daily average settlement of over $8 million for 
its own and it's parents' accounts in Boston banks, to say nothing 
of its Chicago and west coast settlements, this is not an insignificant 
operation. 

The exchange and its subsidiaries offer a number of services to 
brokers and their customers, both domestic and foreign. Among 
these are full back office accounting through our service corporation, 
full custodianship for U.S. issues owned by customers of the parent 
banks of the ABD and other foreign members, a service which today 
is handled by a division of our clearing corporation and upon formal 
SEC approval, expected momentarily, through a newly chartered 
New England Securities Depository Trust Co, This is the New Eng- 
land link to the national depository system and the first deposits 
of securities will be made by the Dresdner Bank, one of ABD's parents, 
and by a number of New England banks whose custodianships are 
currently maintained by New York banks. 

During the fall we expect a very substantial deposit of issues by 
the Auslands Kassenverein, which is the principal clearing agency in 
Germany for German banks for shares held outside of Germany. 

There's no question in my mind that we would not have attracted 
this account to Boston were it not for the track record of a custodian 
service package designed for the Dresdner Bank and with its assist- 
ance. The presence of this and similar custodial accounts in Boston 
brings with it substantial deposits of funds for banks in Boston, thereby 
benefiting the city's and the regional banking position. 

To say that foreign members are important to the regional stock 
exchanges would be a gross understatement. Indeed ABD and two 
other foreign controlled member firms paid in 1975 to the exchange 
an income commission assessment of $44,611 or 21 percent of the 
total; m the first 6 months of 1976, $27,519 or 21.1 percent. They 
paid our clearing corporation for clearing and processing services 
$362,366 or 25.6 percent of the total revenues in 1975; and 29.2 per- 
cent for the first 6 months of this year. Custodial charges paid by 
these members amounted to $362,779 or 98.9 percent in 1975; and 
$220,359 or 99 percent for the first 6 months of this year. "These 
firms are currently paying about 38.2 percent of the total revenues 
of all functions of our clearing corporation. ABD also uses the back 
office accounting service of our service corporation and presently 
accounts for 7-1 percent of the revenues of that entity. 

In total, of all entities combined in all functions, the impact of 
firms payments amounted to 21.8 percent in 1975 an 23,4 percent 
in the first 6 months of 1976. I might add, Mr. Schmidt-Scneuber, 
president of ABD, a fellow panelist this morning will become chairman 
of our board, the first foreign bom chairman of any U.S. exchange. 
Less easily identified are the eharces paid by other members wno 
brought business to the Boston floor because of ABD's presence 
either as the other side of a block trade or to use its services as a 
floor broker. 

The foregoing figures demonstrate the high percentage of the ex- 
change entities' income resulting from the presence of mee impacted 
firms, which income has permitted the exchange and its subsidiaries to 
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continue to provide an accurate, viable and competitive marketplace 
for the 205 exchange members, about one-haJi of which are not 
members of any other exchange. 

What then are the perceivable consequences to the exchange were 
the present bill to be passed by the Senate and enacted into law? 

First: The loss of specialists' capita! from market making activity in 
29 issues traded on the exchange, and if replacement capital were 
not located and permitted, Boston only members would be forced to 
give their customers' orders in these issues to New York Stock Ex- 
change member firms and hope to negotiate a commission rate suf- 
ficiently attractive to enable them to earn some sort of a profit on 
such trades. 

Second : It would result in the loss of a highly professional staff of 
block traders and arbitragers whose activity most definitely con- 
tributes to the liquidity and depth of our markets. 

Third; Should such firms be prohibited from all dealer activity, 
tiiey might well find it unattractive to remain as exchange members 
or U.S. brokers at all. The taxes they pay to the various States and 
the Federal Government might well persuade them that their parents* 
agency business could well be executed by a New York Stock Fxchange 
firm on that exchange at negotiated rates of commission that would 
make neither a U.S. brokerage subsidiary or an exchange membership 
on any U.S. exchange any longer attractive. 

Fourth: If such firms withdraw completely from the exchange com- 
munity, the revenues of these exchanges would be severely and ad- 
versely affected and the ability to provide the only exchange market- 
flace for 92 issues solely traded on Boston would be questionable. 
ncidentally, these issues are for the most part located in New England 
and upstate New York, and as newer and emerging companies they 
are not yet eligible for listing and trading on the American or New 
York Stock Exchange. 

Fifth: Without these revenues, the wide variety of trading account- 
ing, clearing and depository services which are now all offered by the 
depository or will soon be available to regional members might not be 
provided, and regional members might find it not sufficiently attrac- 
tive to attempt to survive under negotiated rates, resulting in little, 
if any, competition being given to the larger national wire houses. 

We suggest to the subcommittee that in addition to the grand- 
fathering until December 1985 of all current activities of the broker 
affihates, consideration should be given to adding a specific approval 
of dealer-specialists and bona fide arbitrage activities that are clearly 
delineated in section 11(a) of the Securities Exchange Act as amended. 

Thank you, Mr. Chairman. 

Senator McIntyre. Mr. Theodor Schmidt-Scheuber, president, 
ABD Securities Corp. 

STATEHEin; OF THEOSOK SCHHIDT-SCHEnSEB, FBESIDENT, ABB 
SECURITIES COBP., NEW YORK, ACCOMFANIEI) BY CHARLES H. 
HORIN, aEHERAL COUNSEL 

Mr. Chairman, I shall be very brief, because I know you have many 
people to hear from. What follows is a sunmiary of my prepared 
statement. 
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I am proud to have been invited to address your subcommittee, the 
second Senate subcommittee, incidentally, before which I have ap- 
peared, to testify as to fore^;n banks in the securities industry. 

My name is Theodor Schmidl^Scheuber, and I am president of 
ABD Securities Corp. With me today is Charles H. Morin, our 
general counsel. 

ABD is ft Delaware corporation with its principal office in New York 
City and branch offices in Boston, Chicago, and Los Angeles, and is 
engaged in a general securities business. We are registered with the 
Securities and Exchange Commission, and we are a member in good 
standing of the National Association of Securities Dealers, the Boston 
Stock Exchange, the Midwest Stock Exchange, and the Pacific Coast 
Stock Exchange. 

ABD is jointlv owned by four large European banks, and is one of the 
important purchasers of U.S. securities for the accounts of European 
customers on U.S. securities exchanges. 

I personally am indeed honored to he president of this fine organiza- 
tion. Eight years ago when ABE was formed as German-American 
Securities Corp., the policy decision was made to staff the organization 
with both European and American nationals so that knowledge of the 
needs of the many customers of the firm and appreciation of their 
national customs could be combined with expenence in the United 
States securities markets. 

I moved with my family to the United States and have lived here 
ever since. Both of my children were bom here and my family has 
become a part of the American community. We are treated in every 
way as a domestic broker-dealer. We are governed by the same rules 
and regulations. We file the same reports. We are subject to the same 
examinations. 

The only way we differ is that we are owned by four foreign banks, 
which in their respective countries conduct laige brokerage businesses 
in accordance with prevailing laws. 

Now, I should like to point out the reasons why ABD's shareholders 
as well as other European banks, have formed subsidiaries to become 
members of U.S. securities exchanges. 

Obviously, economic access is significant and the reduction of the 
cost of executing transactions in me U.S. exchange markets is im- 
portant if a foreign broker-dealer is to compete effectively with U.S. 
broker-dealers with foreign operations. 

There are, in addition, other reasons why our four participating 
shareholders wish to continue ABD's access to U.S. securities markets. 

Through ABD the four shareholders are able to offer their cus- 
tomers in Belgium, Germany, and the Netherlands, in addition to 
reduced brokerage costs, full investment services in the U.S. securities 
markets, including execution of orders, investment advice and manage- 
ment, direct and Broader participation in U.S. offerii^ and corporate 
financial services. 

Although these customer services may be available to the SBD 
shareholders through unrelated U.S. broker-dealers, we have found 
that they are not sufficiently available to the average European 
investor. 

Furthermore, the four shareholders have discovered that their 
customers are more willing to invest their capital in U.S. securities 
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when they are deeUng with an entity which is related to the financial 
institution with wliich they have been dealing over the years on a 
regular basis, and in which they have, therefore, more personal 
confidence. 

And I should emphasize that although ABD was initially organized 
to provide these customer services, all four shareholders are also 
strongly committed to making ABD a contributing factor in the U.S. 
securities markets through its activities as a specialist on the Boston 
and Midwest Stock Exchanges, its trading ana "positioning" of lai^ 
blocks of securities, its market-making activities and its int«mational 
arbitrage operations. 

Obviously, all of these activities add depth and Uquidity to the 
U.S. securities markets, and to this extent benefit not only ADB'e 
own customers in Europe, but all investors in these markets. 

They are activities which are engaged in with full knowledge of the 
risks involved^ but with an awareness of the obligations which ABD 
must assume if it is to grow and prosper as a member of U.S. Stock 
Exchanges. 

In my opinion, over the 8 years of our exchange memberships we 
have been model members of the U.S. re^onal securities exchanges, 
and when the rules of the New York Stock Exchange are amended 
we would be pleased to become an even more constructive force in 
your securities marketplace. This is of course the thrust of the 
Securities Acts Amendments of 1975. 

Consider, please, the volume of business we do today on the r^onal 
exchanges : 

Our trading volume is at the current rate of over 80 miUion shares 
peryear — or a dollar volume of about $2.4 billion. 

We will be responsible for underwriting volume of over $250 million 
thisyear alone. 

We are specialists in 46 stocks of major American companies on the 
Boston ana Midwest Exchanges, and have applications in for addi- 
tional specialist books on these and on the Pacihc Coast Exchange. 

And most of this activity is directly targeted at attracting foreign 
capital to the United States. 

Now, a bin is before us which would put an end to much of this 
activity. 

We axe all here today because the House of Representatives has 
passed a bill which we believe may destory or severely curtail the 
system of regional stock exchanges m the United States. 

Certainly if you consider the figures which the exchanges have 
presented here today, and look at wnat ABD and my colleagues from 
Europe have accompHahed, that fear is justified. 

I suggest to you that there is no reason for this. We do not compete 
with American banks nor with American brokerage firms unfairly. 

In fact, it is, as I have said, the irony of the matter that it was to 
meet the competition of the U.S. brokerage firms and banks in Europe 
in our own countries that we originally sought an acquired member- 
ship on U.S. exchanges. 

And I think you can rest assured that if ever we should, in fact, 
compete unfairly with American banks they will be the first to let you 
know, and not the Securities Industry Association. 

Mr. Chairman, if the House bill were to be enacted, ABD would be 
eliminated as a contributing factor in the marketplace. We Bubmit, 
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that it is in nobody's interest to remove a substantial taxpayer, an 
important employer, a loyaJ and strong supporter of the regional stock 
exchanges, and a significant force in the flow of international capital. 
Senator McIntyre. Mr. Perry, 

STATEMENT OF HART FERRT, PRESIDENT, SoaEN-SWISS 
INTERNATIONAL CORF. 

Mr. Perry. My name is Hart Perry. I am president of SoGen- 
Swiss International. I am accompanied by Albert J. Beveridge, III 
of the taw firm of Beveridge, Fairbanks & Diamond. I appreciate very 
much the opportunity to appear before this subcommittee. 

Our company, which is a Xew York Co., is the oldest foreign- 
owned investment bank in the United States. It is jointly owned oy 
a group of foreign banks and companies. It is the product of a mei^er 
in 1973 between sec\irities affiliates of two foreign banks. Credit Suisse 
and Society Generale, Joined at that time oy additional foreign 
shareholders. Only Credit Suisse has banking offices in the United 
States; some other shareholders are participants in the European- 
American Banking group. 

Our company has been serving the U.S. securities markets for a 
period of 37 years as an affiliate of Credit Suisse. You can appreciate 
why the prospect of legislation which could terminate this long- 
standing relationship disturbs us. 

We are proud of our achievements and would like to familiarize this 
subcommittee with our role in the country's securities markets. 
We do not believe that the activities of our company and other similar 
investment banking firms have worked any injury to the public 
interest. To the best of our knowledge, no abuses have been cited. 
On the contrary, these companies have contributed to the smooth func- 
tioning of the securities markets and have enhanced competition. 
Under these circumstances, we see no need for new legislation 
jeopardizing our present activities. 

As a technical matter, the proposed legislation applies to SoGen- 
Swiss only because its 50 percent shareholder, Cremt Suisse, main- 
tains a commercial bank branch in New York and an agency in Los 
Angeles. It seems strange to us that so much consequence is being 
ascribed to our company's relationship to these U.S. commercial 
banking offices, since we have no common management with them and, 
in practice, operate wholly independently. Our deahngs with these 
offices and with European-Amencan will measure up to scrutiny as 
arms-length transactions no different than our relationship with U.S. 
banks with whom we do business, such as Morgan Guaranty, Harris 
Trust Co., and Bank of America, to name a few. In point of fact, only 
18 out of more than 120,000 securities transactions which we have 
handled since 1973 have been with the New York branch of Credit 
Suisse or the European-American banking group. 

SoGen-Swiss offers a complete range of investment banking services. 
We engage in both primary distribution and secondary market activ- 
ities as well as in U.S. private placements. We furnish investment 
advice, institutional research, and advice on mergers and acquisitions. 
We are members of numerous regional stock exchanges, where most 
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of our brokerage business is transacted. We are fully regulated like 
any other U.S. oroker-dealer. 

Our activity, together with that of other foreign-owned affiliates, 
has been important to the U.S. securities industry. In the crisis which 
the industry faced in 1973 and 1974, we were among the few sources 
of new capital to offset the contraction of the industry's capital base. 
We have also used our capital, side-by-side with domestic firms, to 
help overcome the difficult market conditions of that period, such as 
in the competitive bidding markets. 

SoGen-Swiss has contributed to decentraHzed U.S. securities mar- 
kets. In our function as a specialist on the Pacific Coast Exchange 
during the first 7 months of 1976, SoGen-Swiss handled almost 10 
million shares or roughly 6 percent of that exchange's total volume. 

The House bill would compel our company among others to ter- 
minate vitfil segments of its business after a 9-year grace period. We 
will not be free to buy and sell securities for our own account as 
broker-dealers or as specialist market makers on the regional stock 
exchanges. We must also cease our only underwriting activities of any 
practical significance; that is, underwritings of securities distributed 
m the United States. The House proposal would undo many years of 
expense and effort by our shareholders to build an effective competitor. 

The House bill does permit securities affiUates to enter into under- 
writing a^eements in the United States but only for the distribution 
of securities abroad. However laudable its intent, this provision is 
not a practical solution because of the severe limitations placed on 
our distribution capabihties. Managing underwriters would be most 
reluctant to invite us into syndicate participation because we would 
not be able by law to sell underwritten securities in the principal 
market for sucn securities. 

Also, without the freedom to distribute unsold U.S. securities in 
the secondary market, which is almost invariably the United States, 
we would be asked to take risks which we could not take on behalf of 
our shareholders. 

These drastic restrictions would inevitably diminish competitaon 
and restrict access to the securities markets m a manner that seems 
wholly out of character with the Securities Act Amendments of 1975, 
which promised open access to all qualified applicants. The credentiaJa 
of securities affihates such as ours to undertake this competition 
responsibly are not a matter of conjecture, but a matter of record. 

We respectfully ask the Congress to consider whetier the con- 
venience of achieving strict uniformity in the banking system is wortii 
the destruction of existing competition in the secunties industi?. 

Moreover, from the standpoint of competition in banking, there 
is no real need for uniformity. While unjfonn rules are frequently 
desirable for other reasons, they are by no means indispensable to 
achieve a proper balance of competition. We do not sense that U,S. 
commercial bankers are concerned with competition from foreign 
banks because of their securities affiUates. 

European banks which have elected to structure their operations 
differently than U.S. banks are merely respondii^ to their customer 
requirements in this country built upon years of tradition of broader 
banldng relationships in Europe. However, any foreign bank so 
electing to combine its conuuercial and investment banking privileges 
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must forfeit some powers enjoyed by U.S. banks. Since it cannot 
legally control a domestic bank and cannot qualify for Federal deposit 
insurance in its own branches, it is at a severe disadvantage in the 
ability to obtain retail deposits. 

For these reasons, there appears to be no need for new Federa 
legislation with respect to the activities of foreign-owned securitiel 
affiliates. Certainly, the House bill would do more harm than goods 
If, however, the potential for abuse is matter of concern, there are, 
more sensible alternatives. One approach would be to authorize the 
Federal Reserve Board to issue appropriate regulations, thereby 
avoiding severe dislocations of existing businesses. 

Surely, this approach has more merit. Termination or divestiture 
is a remedy of last resort to be imposed only when industry structure 
cannot be reconciled with the public interest because of the appearance 
of widespread abuse or threats of competitive dominance. That ia 
not the case here. 

Another alternative that has been suggested by the Federal Reserve 
Board would prevent foreign banks from acquiring securities affiliates 
in the future, but fully grandfather existing foreign-owned securities 
affiliates. This would assure the continued viability of existing firms, 
as the House bill does not. 

Grandfathering is a matter of simple equity, and the equities of 
our shareholder, Credit Suisse, are extremely strong. Credit Suisse 
had been operating in both the commercial and investment banking 
fields in the United States for a period of more than 30 years. 

Thank you. 

{Complete statement of Mr. Perry and statement of Europartners 
Securities Corp., whose representatives were unable to attend, 
follow:] 

Statement of Hart Perry, President or SoGen-Swiss Intuhnationai. 
Corp. 

My name is Hart Perry. I am President of SoGen-Swisa International Corpora- 
tion, the oldest foreign-owned investment banking iinn in the United States. I 
greatly appreciate the opportunity to appear before thi=i Subcommittee today 
since today is the first time our finn, or any other foreign-owned securities firm has 
had the opportunity to discuss the impact the International Banking Act of 1976 
will have on our business or on the U.S. securities markets. H.R. 13876, as passed 
by the House, after a grace period of 9 years, would restrict certain foreign-owned 
securities affiliates from distributing or selling securities in the U.S. We laelieve 
the restrictions created by thei egislaiion may nave been based on a lack of under- 
standing of how firms such as ours operate as well as the realities of the inter- 
national money markets. 

HISTOHT 

SoGen-Swiss is the largest exclusively foreign-owned investment banking firm 
in the TJ.S. with capital of $15 million and about 110 employees. We have offices 
in New York, Los Angeles, San Francisco, Paris and Brussels. In 1975, we were 
ranked 48th out of 316 investment banking firms in the U.S. on the basis of total 
capital, tar behind such giants as Merrill Lynch ($567 million) and Salomon 
Brothers ($142 million), but nevertheless a. significant firm in terms of the total 
industry. 

SoGen-Swiss ia the result of the iperger on July 1, 1973, of two existing foreign- 
owned U.S. securities firms— Swiss American Corporation, founded in 1939 08 a 
wholly owned subsidiary of Credit Suisse in Zurich, and SoGen International 
Corporation, a wholly owned subsidiary of Societe Generale in Paris, founded in 
1968. Our history in the United States, therefore, goes back 37 years. 

At the time of the merger, the Swiss and French owners were joined by Uie 
Amsterdam-Rotterdam Bank, N.V. the Societe Generale de Banque (BniBseU), 
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SOFINA (a large Belgian investment company), and Societe Generale Alsacienne 
de Banaue (Strasbourg) . Our owners, therefore, come from four different countries 
and include some o{ the larger international banks which operate worldwide, 
often on a joint ownership basis as in the case of SoGen-Swiss. 

Some of our owners are engaged in commercial banking operations in the 
United States. The commercial banking activities of Credit Suisse in the United 
States are carried out through a branch in New York and an agency in Los Angelea 
which are completely separate and apart from our operations. Amro, Societe 
Generale and Societe Generide de Banque have no branches or agencies in this 
country but do own stock in European- American Bank & Trust Company and 
European-American Banking Corporation, which have three additional European 
bank owners aa well. 

SoGen-Swisa offers to corporate and individual clients a complete range of 
investment banking services, limited primarily by an inability to obtain a seat 
on the New York Stock Exchange. 

Our services include: stock brokerage for U.S. and European institutions; 
primary distribution, principally in the U.S., of both fixed income and equity 
securities; secondary market activities in corporate and municipal bonds; market- 
making in money market instruments; investment advisory services; institutional 
research; mergers and acquisitions for U.S. and European clients ; management of 
both private placements and public securities issues for U.S. and European clients. 
We execute most of our brokerage business on regional stock exchanges, i.e., the 
Boston, PBW, Miswest and Pacific Coast exchanges. On the latter exchange we 
act as a specialist market-maker. 

We are fully regulated on three levels. We are regulated first at the federal 
level by the SEC as a broker-dealer under the provisions of the Securities Ex- 
change Act of 1934; second, at the state level by the State Securities Commissions: 
and fliird, by various self-regulatory bodies such as the NASD and the regional 
stock exchanges. 

TRE InENTITY OF SO OEN-SW13S AS AN INnEPENDT:NT U.S. SECURITIES FIRM 

As the Committee is no doubt aware, the structure of the European banking 
Bjrstem is different from that of the United States. As is customary in Europe, 
our bank stockholders perform a dual function in their own markets. First, they 
provide deposit and lending services of the type ofifcred by commercial banks in 
the United States. They also offer securities brokerage and distribution aervicea 
normally provided in this country by investment banking firms. United States 
banks operating in Europe also engage through subsidiaries in securities brokerage 
and distribution activities, although they are prohibited from doing bo in the 
U.S. under domestic law. 

The predecessors of SoGen-Swiss were formed primarily to ensure that cus- 
tomers of Credit Suisse and Societe Generale could receive the same services from 
them in the. United States securities market which they were accustomed to 
receiving in Europe. This interest by our enlarged group of shareholders, in serving 
their domestic customers, continues to be an important element in our business 
and is of continuing importance to our shareholders. 

SoGen-Swiss engages in no commercial banking activities. It is exclusively 
involved in traditional investment banking matters. Our operations are distinct 
from and not related to the commercial banking activities of our shareholders. 
Each of the commercial banking operations of our shareholders in the United 
States has its own management. Wc have our own management. There is no 
common management. 

In the daily conduct of our business we maintain arm's length relationships 
with the branch of Credit Suisse and with European-American Bank A Trust 
Company. These relationships are no different than the ones we enjoy witli such 
U.S. -owned banks as the Morgan Guaranty Trust Company of New York, the 
Harris Trust Company (Chicago), and the Bank of America, just to mention a 
few. For example, since the formation of SoGen-Swiss, the firm has participated 
as an underwriter in more than 700 public issues; it has sold none of such issues 
to European-American and only two to the New York branch of Credit Suisse. 
During that same period, we estimate wc have completed more than 8,000 trans- 
actions in the secondary bond market of which none were with European-American 
and only three with the New York branch of Credit Suiaae. 

Let me emphasize, that even though wc are owned by foreign banks, we are 
an American firm with an American management and a staff which is 90% 



3,Goog[e 



American. Although our clientele is international in nature, our distribution of 
securities is principally in the U.S. Just as Aineriean institutions are offering a 
healthy competition in the European markets, so are the European affiliateB 
increasing the competition in the U.S. markets. 



THE U.S. SECTTRITIES MARKET 

While the expansion of our firm resulted primarily from our shareholders 

wiflh to better serve their customers, our growing activity, together with that of 
the other foreign affiliates, has been important to the U.S. securities industry as 
a whole. In 1973 and 1974, you will recall, the securities industries faced a severe 
crisis. Many securities firms, both large and small, suffered simultaneously a toss 
of business and disinvestment by their owners. NYSE member firms' total capital 
shrank by $438 million, due to withdrawals, losses and failures during the period 
from mid-1969 to the end of 1974. During that same period, the public financing 
requirements of American industry increased 50%, aggravating the impact of 
the capital loss in the investment banking industry. The foreign firms which 
brought permanent capital to our industry during that period were among the 
few sources of new capital to offset the contraction of its capital base. Now that 
the crisis has abated and our shareholders' participation may appear less im- 
portant, we submit it should not be made so wholly unwelcome as is suggested 
in the legislation passed by the House. 

Nor should our shareholder's investment in the American securities busineaa 
be seen as passive. SoGen-Swiss and other foreign-owned firms have used their 
capital, side-by-side with those domestic investment banking firms to help smooth 
out fluctuations in the markets — for enample, by participating, at a predictable 
loss I should add, in the extremely difficult competitive bidding markets in 1974, 
when it was either difficult or impossible for all except blue chip utility companies 
to come to market. 

We believe, therefore, that the group of foreign-owned securities firms have made 
a valuable contribution in recent years to the capital formation process in the 
U.S. As important an that contribution has been, it should be reco^ized that the 
industry has and will continue to be dominated by the larger U.S. -owned firms 
such as Morgan Stanley, First Boston, Merrill Lynch, and Salomon Brothers, to 
mention a few. 

In addition, our shareholders' investment provides an additional channel for 
direct investment in the U.S. Many customers of our shareholders prefer to deal 
with their own bankers in direct investments as well as portfolio investment 
transactions, must as many U.S. corporations prefer to deal with U.S. banks 
and investment banking firms abroad. They view So Gen-Swiss and other foreign- 
owned firms as their bankers' U.S. representatives. Without the comfort derived 
from this relationship, I believe that some foreign investors might be reluctant 
to make direct investment in the U.S. This foreign investment continues to 
grow and has become a significant factor in expanding the capital base of American 
industry, with consequent contributions to increasing employment within the 
U.S. 

Finally, we are contributing to the development of decentralized securities 
markets in the United States. In our function as a specialist on the Pacific Coast 
Exchange during the first seven months of 1976, SoGen-Swiss handled 9,861,000 
shares or 5.8% of the total volume on the Exchange for that period. The firm 
also executed 3,490,000 shares or 2% of the total for the Exchange. 

A strong indication of the overall significance of foreign-owned securities 
aflSliates to the regional exchanges appears in membership statistics aired by 
Congressman Moas in floor debate on H.R. 13876. Foreign members on the Boston 
Stock Exchange account for 13% of the total membership; on the Midwest Stock 
Exchange they account for 8%; on the Philadelphia Stock Exchange they account 
for 6%; and on the Pacific Stock Exchange they account for 5%. Disappearance 
of these members would have obvious adverse impact on the standing and liquidity 
of these markets. 

IMPACT OF H.tt. 1387(1 ON BOOBN-SWISS 

H.R. 13876, as passed by the House of Representatives, would exclude from 
those nonbanking activities ot foreign banks qualifying for permanent grandfather 
treatment "the business of underwriting, distributing, or otherwise buying or 
selling [for one's own account] securities in the United States." This special cate- 
gory of securities activities would be required to be terminated or divested by 
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foreign banks b7 December 31, 1985, to the extent that auch activities exceed the 
bounds of permissible activities for national banks (principally, underwriting of 
Government securities and general municipal obligations), with one limited 
exception discussed below. 

It should be clearly recognized that II. R. 13876 would substantially alt«r the 
leg^ environment in which So Gen-Swiss and other securities affiliates of f oreig;n 
banks operate and would inevitably diminish competition in the U.S. securities 
markets. It ia the essence of investment banking to buy and sell securities for one's 
own account, both in the course of underwriting securities to be distributed in the 
primary market and in the course of distributing or making a market in securities 
in the secondary market. It would appear to be the intent of H.R, 13876 to pro- 
hibit the securities affiliates of foreign banks from performing after December 31. 
1685, their customary functions as broker-dealers, underwriters of securities ana 
specialists on exchanges. 

In limited exception, the bill would permit securities afGliates of foreign banks 
to continue to participate in domestic under writings, so long as their distribution 
is effected only outside the United States, While we appreciat« the spirit of 
compromise which motivated this provision, it does not represent a practical 
solution to the potential competitive problems faeing companies such as ours if 
the bill is enacted. 

A franchise to underwrite U.S. securities, but to sell only outside the United 
States is no franchise at all because the primary and secondary markets are inex- 
tricably interrelated. Even if the distribution efforts of the SoGen-Swiss were directed 
entirely outside the United States, it would be confronted, upon the failure of an 
offering to be fully placed, with the need for access to the secondary market to 
distribute the unsold securities. TTie secondary market for securities underwritten 
in the United States will almost always be the United States. Most managing 
underwriters would be reluctant to include in their syndicates foreign-owned firms 
which have such severe restrictions on their distribution. In any event, as an 
underwriter, SoGen-Swiss would incur an undue risk if it were required to dis- 
tribute securities exclusively outside the United States. 

These difficulties are exacerbated by severe limitations on the market for U.S. 
securities abroad. Due to withholding tax considerations, foreign investors rarely 
participate in the U.S. corporate bond market and the interest in new equity 
issues is at best sporadic. The volume of foreign investment in new issues in the 
U.S. has been relatively insignificant and therefore the authority granted by the 
biU to underwrite in the U.S. but sell only abroad ia, parctically speaking, of no 
real use. 

It is argued that the ten-year grace period offered in the bill would allow firms 
such as SoGen-Swiss and their owners ample time to restructure both their activi- 
ties and relationships in the U.S. securities markets. However, in our view, the 
advantage conferred is more hollow than real because the limitations on the opera- 
tions of securities affiliates which the bill would impose would so undermine the 
profitability of their operations as to cast doubt on their continued viability. 

The effect of the legislation on us would be immediate. It is impossible to build 
or maintain a dynamic organization if the principal activities of that organization 
are to be taken away from it at a specific date. The bill would create severe morale 
problems among existing employees and could make the recruiting of additional 
or replacement staff virtually impossible. 

PtIBLIC POLICT CONSIDERATIONS 

We believe that dehberations in the House suffered from the tendency of its 
proponents to concentrate on broad domestic banking poUcy objectives to the 
exclusion of other relevant public policy considerations. 

In 1975, Congress enacted the Securities Act Amendments, premised on the 
need for increased competition and economic efficiency in the country's securities 
markets. Among other things, the legislation opened markets to all qualified 
applicants, including foreign-owned firms, which had been excluded from mem- 
bership on the New York and American Stock Exciianges, and did away with fixed 
fee schedules unrelated to costs. The adverse impact of H.R. 13876 on competition 
in the securities markets must be weighed against the objectives of this most 
recent legislation. It is not necessary to negate the validity of the Glaas-Steagall 
Act as a general statement of pubUc policy, but merely to seek to achieve some 
degree of reconciliation between the differing purposes of both laws. The serious- 
ness of ignoring national policy with respect to the securities markets la detailed 
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in a letter dated July 16, 1976, from Congressman Moss to Chairman Reuss of the 
House Banking Committee, a copy of which is attached to this statement. 

The entry of foreign banks responds to competitive considerations associated 
with the capabilities which they can bring to the market. The rigid approach 
taken by the House could contravene sound economic policy by forcing a foreign 
bank such as Credit Suisse out of areas {e.g., the wholesale banking or securities 
business) in which it has expertise and is making significant contributions in the 
United States and into areas (.e.g., retail banking) in which it may have less 
potential for developing a competitive presence. 

The anticompetitive effects of H.R. 13876 cannot be justified by reference to 
the purpose for which the Glass-Steagall prohibition was initially imposed: the 
eiimination of conflicts of interest arising through affiliations between commercial 
banking and investment banking. No such abuses involving a securities affiliate 
of a foreign bank have been cited, and the potential for abuse has been substanti- 
al! duced by improvements in, and increasingly sophisticated administration 
f th U.S. securities laws in recent years, to which regulation SoGen-Swiss is 
fully bject in its operations. In the absence of a traditional Glass-Steagall 
at al the bill's proponents fat! back on the merest deduction that, since 
f gn banks enjoy a power not shared by domestic banks, they must necessarily 

1 n unfair competitive advantage. 

It ms to us that the supposed competitive disadvantages arc being distorted 

t f 11 proportion to the underlying realities of the marketplace. To our knowl- 
edge, no industry group nor any study has suggested that the affiliation of a 
limited number of foreign banks with securities af^liates has produced any 
competitive inbalance in the banking industry. 

In fact, existing legislation already limits the competitive position of foreign 
banks vis-a-vis domestic ones. A foreign bank may not, on its own, maintain an 
investment banking affiliate and also engage competitively in the retail banking 
business in this country. If a foreign bank merely has a branch or an agency in 
the U.S.,it is permitted to maintain an investment banking affiliate but its deposits 
may not be insured by the FDIC and therefore it cannot compete at the retail 
bank level with the attendant benefits of a broad customer base. On the other 
hand, if the foreign bank were to establish a banking subsidiary, it would obtain 
FDIC insurance, which would permit it to engage in retail banking, but it could 
not maintain an investment banking affiliate since the Bank Holding Company 
Act would be applicable. These legislative restrictions are sufficient to preclude 
any competitive disadvantage to U.S. commercial banks. 

Finally, this problem cannot be considered outside its international framework. 
In Europe, the commercial banks are often the dominant force in the securities 
markets and their customers expect a broader range of services. Thus, when they 
expanded to the American market, foreign banks were already a part of the securi- 
ties industrv outside the U.S. and were logical new entrants into the U.S. securities 
markets. We see no reason why Congress should prohibit the servicing by foreign 
banlcs of the normal investment banking requirements of their customers where 
the balance of competition among domestic and foreign banks is not seriously 
threatened. 

As an example of the potential complications which might arise if this accom- 
modation is not continued, I refer to the provision of Swiss law which requires 
that Swiss banks abroad not be placed on an appreciably less favorable footing 
than foreim banks operating in Switzerland. A letter on this subject has been 
sent from F. Lutweiler, President of the Swiss National Bank to Arthur Bums, 
Chairman of the Federal Reserve Board. 

ALTERNATIVES 

Congress has three broad alternatives to H.R. 13876; (1) no legislation at all 
with respect to securities firms owned by foreign banks in this country; (2) pro- 
vision for regulation of foreign-owned securities affiliates by an administrative 
body; (3) grandfathering the activities of existing affiliates. 

We strongly favor the first alternative. No legislation is necessary because no 
abuses have been shown and no significant potential for abuse exists and also 
because there is no imbalance in the competition between domestic and foreign 
banks in this country by virtue of the present ability of foreign banlcs to own 
securities affiliates under certain limited conditions. The purported rationale of 
the House bill is baseless. 
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However, if Congresa is impelled to act, the second alternative offers lees 
drastic measures than those imposed by the House bill which will protect the 
public interest while at the same time preserving the recognized contribution 
which firms like SoGen-Swiss make to the U.S. securities markets. These meas- 
ures would include issuance of regulations by an expert body, such as the Federal 
Reserve Board, designed to insure against potential abuses. Such a regulatory 
body might also retain the power to hold divestiture bearings. 

A third alternative would be the approach suggested by the Federal Reserve 
Board which would prevent foreign banks from acquiring securities affiliates Id 
the future but would fully grandfather existing foreign-owned securities affiliates. 
This would assure the continued viability of existing firms as vital competitive 
forces, OS H.R. 13876 does not, and it would avoid the international complica- 
tions which might arise from forcing divestiture of these Srms. 

Full grandfathering is also a matter of simple equity. If Congress wants to 
change the rules, it may do so, but it should not penalize those who have estab- 
lished businesses in this country in good faith and in conformity with the law. I 
am struck by the analogy of zoning taws. When a community imposes a new zon- 
ing code, but it does not tear down existing buildings but permits prior inconsist- 
ent uses to continue. This well-recognized policy is based both on principles of 
equity and on the recognition that it is economically wasteful to make all atruo- 
tures meet the new standard. Those same considerations are applicable here, 
where changes arc proposed in laws which faltered substantial investments and 
commitments of manpower by the shareholders of SoGen-Swiss and otJier secur- 
ities affiliates. 

In historical perspective, the equities of our shareholder, Credit Suisse are 
stronger than those of the domestic one-bank holding companies grandfathered 
in 1970. Credit Suisse is no late entry into the securities or commercial banking 
business in the United States. It has been affiliated with our company since 1939, 
and it opened its commercial bank branch in New York City in April 1940. 

In selecting an appropriate grandfather date in 1970, Congresa waa influenced 
to select a date as late as 1968 by the fact that it had passed over two oppor- 
tunities in 1956 and 1966 to bring one-bank holding companies under the Bank 
Holding Company Act. Similarly, Congress has chosen not to subject foreign 
bank operations in the U.S. to the full coverage of federal banking laws on more 
than one occasion: In 1966, when no action was taken on a proposal of Senator 
Javits for foreign bank legislation following a survey of foreign bank activities 
prepared tor the Comptroller of the Currency and submitted to the Joint Eco- 
nomic Committee, and again in 1970, when the Bank Holding Company Act was 
extended to one-bank holding companies, but Congress specifically excluded 
foreign bank-s with branches from coverage. 

Since there were and still arc reasonable policy considerations supporting such 
exclusion, there was no reason to anticipate a change in the rules. The earliest 

gissible notice of any impending change was the publication by the Federal 
eserve Board on February 1, 1973, of an announcement that it had been re- 
viewing the regulatory issues posed by U.S. activities of foreign banks as a result 
of the three-fold expansion of the assets of foreign bank branches and agenoies 
between 1965 and 1972, and the responsibilities assigned to the Board under the 
Bank Holding Company Act Amendments of 1970. 

By February 1, 1973, however. Credit Suisse had been operating in the com- 
mercial and investment banking fields in the United States in good faith and in 
conformity with applicable law tor a period of more than 30 years. Under the 
circumstances, it appears unduly harsh to deny it grandfather treatment, when 
the qualifying period tor similar treatment accorded to domestic one-bank holding 
companies in 1970 was n period of less than three years antecedent to the 
legislation. 

In summary, we do not believe legislation is necessary in the area of foreign- 
owned securities affiliates. 

If Congress is to legislate in this area, however, it should adopt the more 
reasonable approach of setting guidelines tor the Federal Reserve to follow in 
establishing federal regulations to make sure that no imbalance of competition 
develops. It Congress Siould prohibit future entry of foreign banka in the invest- 
ment banking field, equity and public policy require the existing foreign-owned 
securities firm to be fully grandfathered. 

I wish to thank you once again for the opportunity to present our views. 
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conoress of the united states, 

House of Rbpresentativeb, 
scbcommittee on ovbbsight and investigations, 
Committee on Interstate and Foreign Commerce, 

Washington, D.C., July 16, 1976. 
Hon. Henby S. Reuss, 

Chairman, Commiltee on Banking, Currency and Homing, 
U.S. House of Representatives, Washington, D.C. 

Dear Mb. Chairman: The prohibitions on domestic securities activities of 
foreign banks, or firms associated directly or indirectly with foreign banks, which 
have a commercial presence in this country give me great pause. I hope you will 
find the concerns raised in this letter worthy of your usual thoughtful consideration. 

As I read section 8 of H.R. 13876, the International Banking Act of 1976, and 
the accompanying committee report (Report No. 94-1193), it would prohibit a 
foreign bank or a person directly or indirectly associated with such a bank which 
maintains a commercial banking presence in the United States from engaging in 
securities activities in the United States, directly or indirectly, unless that entity 
was engaged in those activities on or before Decembers, 1974. "Grandfathered" 
firms could retain unchanged their investment backing arms in the United States 
only until 1985. Thereafter, they would be required to restrict their United States 
investment banking activities to such a degree as to render them, for all practical 
purposes, incapacitated competitors in the United States securities industry. If 
a foreign bank were to surrender its commercial banking presence in the United 
States, then, and only then, could it remain in the United States securities busi- 
ness. I understand, however, that surrendering commercial activities would be 
impracticable for an international banking organization. 

Given my responsibilities as Chairman of the Interstate and Foreign Commerce 
Committee's Subcommittee on Oversight and Investigations and given my role 
as former Chairman of the Consumer Protection and Finance Subcommittee 
which extensively considered securities issues addressed in the comprehensive 
Securities Acts Amendments of 1975 (P. L. 94-29), those grandfather and pro- 
spective prohibition provisions raise two major concerns. First, they appear to 
represent a policy totally inconsistent with the 1975 Securities Acts Amendments. 
Second, they could initiate a rapid deterioration of United States economic 
relations with governments which currently permit United States commercial 
and investment banking firms to operate in their respective countries. 

Apparently, the issue which the House Banking Committee perceived it (a«ed 
was : the extent to which a foreign bank or ite securities affiliate operating in the 
United States should be subject to the same limitations on its securities activities 
as are applicable to national banks. When this same issue was before the House 
Commerce and the Senate Banking committees during consideration of the securi- 
ties legislation which ultimately became the 1975 Securities Acts Amendments, 
the New York Stock Exchange and the Securities Industry Association argued 
that a foreign bank or its subsidiary ought to be prohibited from exchange mem- 
bership and related securities activities, because to do so would violate national 
policy, embodied in the Glass-Steagall Act of 1933, excluding national banks from 
engaging in investment banking activities. 

This reasoning was rejected by both the House and the Senate. Indeed, an 
exactly contrary conclusion was reached in light of the Congress' desire to maxi- 
mize competition in the securities industry. With respect to exchange membership, 
the Congress adopted a policy of open menibership. A firm may be denied mem- 
bership only if minimum capital or competency requirements are not met or if 
the person is otherwise statutorily disqualified. Foreign bank parentage is not a 
statutory disqualification. (Section 6(b)(2) and Section 6(e)(3) of the Securities 
Exchange Act of 1934, 15 U.S.C. 78f(b)(2) and 78t(c)(3)). 

The situation resulting from the Congress' resolution of this issue in the 1975 
Securities Acts Amendments may appear on the surface to allow a foreign bank 
or its subsidiary to do something which at least some domestic banks or affiUates 
thereof may not do. This apparent anomaly is explained, however, by examining 
how foreign governments treat entities which provide commercial and investment 
banidng services. Unlike the United States, banking policies of most of our major 
European trading partners permit one entity or its subsidiaries to engage in both 
banking functions. In those countries, banks traditionally have been the entitiea 
which provided commercial and investment banking services. Thus, when a 
European entity expands its securities operations to this country, it is generally a 
bank which does so. 
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Another apparent anomaly is that we allow domeetic banks through their Eldge 
Act affiliates to engage in the securities business abroad. In terms of international 
relations, we have permitted foreign banks to engage in securities activities, 
although domestic banks are limited in that regard; our trading partners have 
permitted United States banks to engage in securities activities, although it may 
not be legal in this country. Requiring foreign banks to split their banking func- 
tions in tbia country is unlikely to change their respective governments' internal 
banking policies. Such a requirement, however, may change how foreign govern- 
ments treat United States multinational banks and securities firms, ^ter all, it 
would be indeed inconsistent if we were to prohibit foreign banks from doing in 
this country what we permit United States banks to do abroad. 

It would be equally inconsistent tor the Congress, on one hand, to prohibit a 
United States stock exchange from discriminating against a securities firm of 
foreign bank parentage pursuant to the 1975 Securities Acts Amendments and, 
on the other, to forbid a securities firm of foreign bank parentage with a commer- 
cial presence in this country from being a member of a United States stock 
exchange pursuant to the International Banking Act of 1976 as it is drafted. 
Enactment of section S certainly would give the Congress the image of not knowing 
what we are doing. 

It would be most unfortunate for this to occur, because we did know what 
we were doing when we considered the problem of foreign exchange members 
owned or associated with foreign banks. Fearing that I might be impinging, at 
leoBt puiially, ui^on the jurisdiction of the Banking Committee, I maintained 
the closest of liaison with the former distinguished chairman of the Banking 
Committee, the late Honorable Wright Patman of Texas, throughout our con- 
sideration of the foreign exchange member provisions of the securities legislation 
which became the Securities Acts Amendments of 1975. Having done so, he 
voiced CO dissent when the matter came before the full House in 1974. 

The primary purpose of the 1975 Securities Acts Amendments is to maximize 
competition in our securities marketplaces by removing unnecessary regulatory 
restrictions and other impediments to competition. Equally important is the 
statutory objective of developing the national market system through the inter- 
play of competitive forces whereby brokers and dealers, exchange markets, and 
markets otherwise than on exchanges would compete fairly and be linked together 
through communication and data processing facilities. In summary; The rapid 
attainment of a national market system as envisaged by this bill is important, 
therefore, not simply to provide greater investor confidence but also to assure 
that the country maintains a strong, effective and efScient capital raising and 
capital allocating system to the years ahead. (Conference Report, Securities Acta 
Amendments of 1975, No. 94-229, May 19, 1975, p. 91.) 

One of the most important ways in which the national market system will 
maintain strong, effective, and efficient markets is by opening up the function 
of marketmaking to competition. Dealers who stand ready and willing to buy 
or sell in certain stocks compete by narrowing the spread between bid and asked 
quotations. Increasing the number of dealers making markets in a given stock 
al«o will improve the depth and liquidity of the securities marketplaces. Narrowing 
spreads and builHin" ?T.-T'-r rifpfh and liquidity are essectial for bolstering 
' ii'.'pstor, confidence. 
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market maker, would be detrimental to that exchange's efforts to compete with 
market makers on other exchanges and third market makers. Foreign members 
on the Boston Stock Exchange account for about 13 percent of total membership; 
on the Midwest Stock Exchange, foreign members are 8 percent of the tot^; 
on the Philadelphia, 6 percent, and on the Pacific they are 5 percent. It can be 
reasonably expected that many, if not most, of these members will be affected 
by section 8. Althoiigh the percentages ore small, they are significant. Since the 
total number of competitors is small, eliminating even a few of them could be 
expected to reduce order flow aigniflcantly and Co decrease competition drastically. 
Another way to evaluate the effect on competition is to identify the benefi- 
ciaries of the section 8 prohibitions. Since the primary market is the NYSE, 
which accounts for approximately 85 percent of this Nation's equity trades in 
terms of volume, any reduction in the regional exchanges' order flow, number of 
market makers, and amount of capital committed to market making would 
redound in two significant ways to the benefit of NYSE members firms, most of 
of which, not surprisingly, support section 8. 

First, it would tend to make the regionals in terms of retail trading activity, 
market making, and quality of markets less competitive relative to the NYSE. 
Second, it would have the effect of forcing foreign securities firms and other 
foreign interests to channel their transactions in United States securities market- 
places through many of these same NYSE firms which do a profitable foreign 
securities business. Since these firms are NYSE members, it is almost certain that 
the increased order flow received by them would be transacted on the Big Board, 
placing both regional exchanges and very possibly third market makers at an even 
greater competitive disadvantage- 
Competition with the big NYSE member firms would be reduced further in 
the arbitrage function. Many foreign and domestic securities firms risk their own 
capital after United States markets close by offering blocks of United States 
stocks to institutional investors abroad at a price in relation to the NYSE close 
in that stocic. If the firm succeeds, not only can it be a very profitable business, 
but also United States markets benefit in terms of heightening interest in our 
securities marketplaces, improving out markets' depth and liquidity, and ulti- 
mately making our markets better for all public investors. By prohibiting foreign 
securities firms associated with foreign banks from engaging in this arbitrage 
' " i. United States securities firms gain a larger shore, if not all, of this foreign 



When foreign securities firms and their parent banks see their United States- 
directed securities business dty up, not because of competition by superior Ameri- 
can securities firms, but because of protectionist laws, we invite retaliation and 
risk lessening foreign participation in our securities marketplaces to the detri- 
ment of our public investors in the short run and our economy in the long run. 

It is for the reasons set forth above that I strongly oppose section 8 of the 
International Banking Act of 1976. At the very least, I suggest that this matter 
has not been adequately heard in regard to its impact on competition in our 
securities nmrketplaces, the development of the national market system as en- 
visioned by the 1975 Securities Acts Amendments, and its inconsistency with 
respect to that statute's mandate for open membership on United States stock 
exchanges. Therefore, I urge you to seek referral of this matter to the Interstate 
and Foreign Commerce Committee. 
Sincerely, 

John E. Moss, 
Ckairman, Oversight and ImxBtigations Subconaniltee. 

Prepared Statement of Eurofartnebb SBCtraiTiES Corp. 

We appreciate Senator Melntyre's invitation to Mr. Friedhelm Jost, President 
of EuroPartners Securities Corporation ("EuroPartners") to testify at the hear- 
ings on H,R. 13876, the International Banking Act of 1976. EuroPartners is 
very concerned about this bill. However, in view of the large number of wit- 
nesses scheduled for ^ese hearing we have decided after consultation with the 
Subcommittee's staff to refrain Trom giving oral testimony and to limit our 
comments to this written statement. 

EuroPartners is a broker-dealer registered with the Securities and Exchange 
Commission. It was incorporated in New York on January 31, 1968 as Credit 
Lyonnais Corporation, of which Credit Lyonnais (France) was the sole shi - 
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holder. The name EuroPartnera was adopted in 1970 when Commerzbank AG 
(Federal Republic of Germany) joined Credit Lyonnais aa a shareholder. Banco 
di Roma (Italy) became a shareholder in 1971, Nordic Bank Limited (United 
Kingdom) in 1974, and Bank Leu (Switzerland) in 1975. 

EuroPartners is a member firm of the Philadelphia Stock Exchange, the Mid- 
west Stock Exchange, and the National Association of Securities Dealers, all of 
which have regulatory authority over the firm's operations. At the present time 
EuroPartners' equity capital is approximately S7.5 million, and it engages in a 
full range of investment banking and aecuritiea activities. EuroPartners opera- 
tions are entirely separate from the commercial banking operations of its uiare- 
holders, which are conducted in the United States through branches, subsidiary 
banks and agencies. 

EuroPartners' principal objection to H.R. 13876 can be stated quite simply: 
While purporting to legislate competitive equality, this bill's actual effect would 
be to prevent Continental European institutions from competing in the United 
States securities markets. In other words, H.R. 13876 is blatanUy anticocnpeti- 
tive. It would legislate inequality in the international banking and securities 
business by giving United States securities firms a permanent competitive shield 
at home while leaving those firms as well as United States commercial banks free 
to compete aggressively in all areas abroad. 

To appreciate the implications of H.R. 13376 it is necessary to understand the 
banking structures of other countries, particularly those of Continental Europe 
including France, Germany, Italy and Switzerland. With minor variations, these 
countries have the universal bank system. That is, the banking institutions, 
such as EuroPartner.s' shareholders, provide all financial services, includhtg 
those provided in the United States by investment bank? and broker-dealers as well 
as those provided by commercial banks. These universal banking institutions 
compete in their home countries with each other and with a large number of 
United States commercial banks from many different states, and about 25 major 
United States securities firms. In turn, these foreign institutions compete in the 
United States against both commercial banks and securities firms — the signifi- 
cant difference being that when they compete in the United States, their com- 
mercial and investment banking activities are separated, with all securities 
activities being conducted through registered broker-dealers subject to the 
SEC's regulation. 

If H.R. 13876 were passed and European finapcial institutions were forced to 
choose between having commercial banking or securities operations in the United 
States, the small size of their existing investment banking subsidiaries and the 
barriers to growth would invariably cause foreign institutions to drop investment 
banking in favor of commercial banking. The consequence would be the permanent 
elimination of Continental European competition in the United States securities 
industry. Although this would evidently be welcomed by some United States . 
securities firms — shortsightedly we believe — the consequences for investors, 
issuers, and the securities markets generally could only be adverse. 

The Securities Acts Amendments of 1875 estabUshed competition as a funda- 
mental goal for the United States securities markets. In furtherance of this goal, 
the 1975 Amendments specifically contemplated the continued operation of foreign 
securities firms in the United States, subject, of course, to the Securities and 
Exchange Commission's authority and responsibility to take ". . . such steps 
as it deems necessary or appropriate in the public interest and for the protection 
of investors to deal with the special problems of foreign and foreign-controlled 
brokerage firms and any unique stresses which their trading activities and other 
conduct may bring to bear upon the U.S. securities markets." S. Rep. No. 94-76, 
94th Cong., 1st Sess. 69 (1975). 

Pursuant to that responsibility, the Securities and Exchange Commission 
recently completed a review of the entire question of the access of foreign securi- 
ties firms to the United States securities markets. Based on its review, the Com- 
mission determined that the New York Stock Exchange's proposed restrictions 
on such access were inappropriate. As the Commission stated: "In light of the 
1975 Amendments, it is plain that the Congress has determined that free access 
to securities markets is henceforth to be a fundamental principle of the federal 
securities laws." Sec. Ex. Act Rel. No. 12737 at 28 (August 25, 1976). 

H.R. 13876 is directly at odds with this fundamental principle of free access. 
It pursues the misconceived objective of so-called "equal national treatment" 
wimout taking account of the structure of European financial institutions. The 
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result is grossly unequal treatment disruptive of sound international competition. 
Under H.R. 13876 the United States would be turning a protectionist face to 
Western Europe. 

The securities affiliates of foreign financial institutions have made and are 
continuing to make constructive contributions to the United States financial 
and capital markets. They bring substantial capital into the United States 
securities industry for underwriting, trading and market making. Much ot this 
capital was infused in the critical period of the late ld60's and early IQTO's when 
Wall Street's capital was being eroded and withdrawn at an alarming rate. Further- 
more, foreign institutions have shown a continued willingness to commit their 
resources to the United States securities markets — despite the difficulty of 
raising capital for this purpose in the United States. For example, in addition to 
the capital invested in so-called "foreign affiliates," such as EuroPartners, foreign 
financial institutions have made significant capital investments in a number of 
well-known United States securities firms, including White, Weld & Co., Inc., 
Lehman Brothers, Inc., Blyth Eastman Dillion & Co., Inc., Shields Model Roland, 
Inc., and William D. Witter, Inc. These investments have been important in 
maintaining the competitiveness of these firms and avoiding further concentra- 
tion in the securities industry. 

In addition to strengthening capital and competition in the securities industry, 
foreign owned securities firms nave stimulated the interest of European customers, 
individuals and institutions, in investing in United States securities. This has 
been beneficial to the liquidity of United States securities markets and to the 
United States economy as a whole. The brokerage volume brought to the United 
States has contributed significantly to the depth of the regional stock exchanges 
and thus strengthened their competitive position. (By contrast. United States 
securities firms operating in Europe bring relatively small amounts of capital to 
European markets and virtually no business from United States eustimers.) 

The foreign affiliates have also played an important role in the recent expan- 
sion of the American economy. These firms have raised capita! and otherwise 
assist«d foreign companies building new plants and production facilities in the 
United States. The benefits of these activities are apparent in increased employ- 
ment and productivity. 

Much has been said about the competitive disadvantage at which United States 
banks and securities firms are placed because foreign banks have United States 
securities affiliates. Wc believe this disadvantage is theoretical at best and that 
concern about it may reflect a basic misunderstanding ot the way in which foreign 
securities firms operate. In this regard the following points are relevant: 

1. Because foreign banks must carry out their banking and securities activities 
through separately organized and regulated entities, an effective "wall" has t>een 
generally established between these businesses. In EuroPartners' case, commercial 
banking and securities activities in the United States have completely different 
managements that specialize in different busineBses and are responsible inde- 
pendently for their profitability. EuroPartners does no business, other than the 
maintenance of ordinary checking accounts, with the United States commercial 
banking affiliates of its parents. 

2. Because the ownership of most of the foreign securities firms ia divided among 
a number ot foreign financial institutions from different countries — in Euro- 
Partner's case, seven different countries — no one foreign financial institution has 
control or the ability to use the securities affiliate for its unique advantage. 

3. We are not aware ot any major United States bank that has expressed con- 
cern over the alleged competitive inequality between European and United States 
banks operating in this country. To the contrary, we understand some of the major 
United States banks have expressed concern over the possible adverse con- 
sequences the legislation could have for their own activities abroad. 

4. Although some members of the securities industry have supported the ex- 
clusion of foreign firms from the United States, we do not believe this position is 
consistent with either the best interests of the United States capital markets or 
the aggressive pursuit by these firms of business abroad. 

5. United Stjites commercial banks and United States securities firms are active 
in European markets as managing and participating underwriters, securities 
dealers, and commercial bankers. Several United States securities firms own bank- 
ing subsidiaries in Europe as well as being active in the securities business. Al- 
though precise comparisons differ depending on the measure selected, United 
States banking and securities activities abroad are significantly greater than for- 
eign activities in the United States on a magnitude of perhaps four or five to one. 
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6. Domestically, United States banks offer a considerable raoge of investment 

banking and securities services, including private placements and advice in con- 
nection with mergers and acquisitions. CommerciaJ banks also appear to be able 
to offer certain securities brokerage services. 

7. Unlike United States b&nks, tbe United States securities activities of foreign 
banks are conducted through securities affiliates that are regulated by the same 
agencies and to the same extent as are United States broker-dealers. Foreign 
firms enjoy no competitive advantage over United States securities firms due to 
regulatory inequality. Thus the questions about the comparability of domesUo 
bank and broker-dealer regiUation that this Committee has been studying do not 
arise in the case of foreign banks' securities activities in the United States. 

In our view there is little to recommend the passage of this controversial legis- 
lation. There is no demonstrated need for the restrictions it would impose. To the 
contrary, during the approximately eight years that the so-called "foreign affili- 
ates," such as EuroPartners, have been in operation, no significant regulatory or 
compliance problems have arisen, EuroPartners and the other foreign affiliates 
have cnducted their business in accordance with the highest standards of perform- 
ance and propriety that may be found in the securities industry. In setting up 
EuroPartners, considerable effort was made my our shareholders and ourselves 
to assure that we are always in compliance with applicable United States laws and 
regulations, including the Glass-Steagal Act, the Bank Holding Company Act 
sad the federal securities laws. 

Rather than correcting perceived problems, the effect of H.R. 13876 would 
be to prohibit the financial institutions of the Continental European countries 
from continuing their relatively small securities activities in the United Stat«a 
while permitting United States banks and securities firms to continue to expand 
their already significant commercial banking and securities activities abroad. 
This new competitive advantage for the major United States banks and securities 
firms is contrary to fair international competition and sound principles of inter- 
national reciprocity. It is also contrary, we believe, to the fundamental policies 
this Committee was so instrumental in developing for the United States s^urities 
market. Accordingly we urge the Committee to reject this bill. 

If, contrary to our position, the Committee decides to proceed with the con- 
sideration of H.R. 13S76, the bill should, at a minimum, be amended to permit 
foreign banks which operate in their home countries as universal banks to carry 
on securities activities in the United States through registered broker-dealers. 
Only in this way can foreign competition in the United States securities indusb? 
and the United States banking industry evolve in a healthy manner. Such an 
approach to the legislation would avoid the need for "grandfathering," which 
would arbitrarily exclude from the United States market only a handful of 
potential new foreign competitors. 

While philosophically we cannot support "grandfathering" as either a necessary 
or satisfactory solution to foreign securities activities, if such an approach were 
adopted, the grandfathering must be full, complete and permanent for existing 
securities affiliates. This is the minimum that can be accepted as fair treatment. 
With permanent grandfathering, the "grandfathering date should be not earlier 
than May 1, 1976, the date used in Section 5 of the bill for multistate banking 
locations. Such grandfathering should also permit a universal bank having an 
existing participation in a securities firm to establish a commercial banking 
operation in the United States without divesting its interest in the securities firm. 

It should be recognized that the "limited grandfathering" contained in Section 
8 is no grandfathering at all. To permit existing foreign securities affiliates to 
continue existing operations only until 1985 and thereafter to underwrite but not 
to sell or distribute or act as dealer in securities in the United States is, in effect, 
to put these firms out of business. 

In the frst place, there is no regulatory logic to permitting foreign finna to 
take underwriting risks while severely limiting their ability to resell and dis- 
tribute their underwriting positions. This would turn a business which normaUy 
involves minimal risks into one involving serious risks. In order to underwrite it 
is necessary to be able to resell your positions in the market for which the isue 
is priced and the underwriting risks are structured. It is also necessary to be able 
to deal actively in the secondary market in that country. It would not be possible, 
even with significant placement capability in European markets for some equity 
issues, to regulariy underwrite securities in the United States ss contemplated 
by H.R. 13876. Lacking the ability to place underwritings domestically, we would 
soon cease to be invited as a participating underwriter in United States syndicates 
and would be noncompetitive as a managing underwriter. 
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In the second place, with a deadline of 1985 on viable oper^tiona, we would 
be unable to offer to valued present employees or to those persons we might seek 
to employ a meaningful career and future. More important, it would become 
extremely difficult to sell our services to existing and potential clients aware of 
the limited life expectancy of our firm. Passage of H.R. 13876 in ita present form 
would result in the forced dissolution of our operation, at an early date. 

Thank you for the opportunity to comment on this legislation. 

Senator McIntyre, Thank you, gentlemen, for your helpful state- 
ments. As I indicated at the outset this morning, one of our primary- 
purposes here is to try to see where satisfactory solutions can be 
reached. These questions will be addressed to you in the order in 
which you testified here. 

Both the Federal Reserve and the Treasury suggest permanent 
grandfathering of securities affiliates as an acceptable solution to the 
problems suggested in section 8. Do you feel that this is a satisfactory 
solution, Mr. Tobin? 

Mr. Tobin. I feel that it would not be desirable. It would be 
potentially satisfactory in the sense that it wouldn't offer the dis- 
ruptive impact the present legislation would offer, but the movement 
should be toward greater intemationahsm in the securities Industry 
and hence a grandfathering approach would move in the wrong 
direction. 

Senator McIntyre. How about you, Mr. Dowd? 

Mr. Dowd. I would be inclined to agree with Mr. Tobin, Senator. 

Senator McIntyhe. That this is not a satisfactory solution? 

Mr. Down. It is not a completely satisfactory solution. 

Senator McIntyre. Do you agree with that, Mr. Ackerman? 

Mr. Ackerman, Yes, sir. We take the position parallel to Chair- 
man Hills of the SEC that you incorporated into the record earlier 
that it's a question really of the appropriateness and not the grand- 
fathering. 

Senator McIntyhe. Do you wish to comment, Mr. Schmidt 
Scheuber? 

Mr. ScHMiDT-ScHEDBER. It Wouldn't be a good solution. 

Senator McIntyre. Do you agree with that, Mr. Perry? 

Mr. Perry. We feel there's no need for legislation but we find full 
grandfathering acceptable. 

Senator McIntyre. I understand that Congressman Rees intro- 
duced an amendment which would have revised section 8 to eUminate 
the automatic requirement that companies such as yours terminate 
their securities activities by 198S. Do you consider the Rees amend- 
ment to be a satisfactory solution, Mr. Perry? 

Mr. Perry. I might say for the benefit of the record that we did 
consult with Mr. Rees on several occasions during the consideration 
by the House of the bill and we welcomed his efforts to find a formu- 
lation wldch would be acceptable. However, his amendment is con- 
structed in a way which we find it extremely difficult to operate 
because it requires a review about every 3 years and it would introduce 
an element of uncertainty which we think would make it impossible 
for a firm such as ours to offer the highest most prof essional kind of 
service in the industry. We have made an extremely conscientious 
effort to recruit outstanding people from the industry. Many have 
come from excellent and promising careers and from well-established 
firms, and they would find it most difficult, I think, to agree to con- 



oy Google 



tinue to operate with us if they knew eveiy 3 years we had to have 
our charter renewed. I think it would be difficult for us to hold many 
of the people we have and it would be extremely difficult for us to 
recruit well qualified, highly professional people when we do have 
turnover amoi^ our existing staff. 

Senator McIntthe. Do you generally agree with that, Mr. 
Schmid t-Scheuber? 

Mr. ScHMiDT-ScHEUBER, Yes, I do. 

Senator McIntyre. Mr. Perry, you have a suggestion in your 
statement that the Federal Reserve might be given guidelines by 
which to monitor securities operations with a view toward promoting 
competition. Does this in effect suggest support for the Rees-Murphy 
amendment which was offered on the House floor? 

Mr. Perht. No, sir. I had in mind something somewhat different. 
It would be for the Federal Reserve to adopt appropriate regulations 
which would insure the present separation of the commercial and 
investment banking activities which in fact does exist now. It would 
seem to me the bill was intended to minimize the effect of possible 
unfair competition because of the presence of both commercial banking 
and investment banking activities. So what we had in mind more were 
guidelines and steps and procedures which would insure the complete 
separation of those two functions. 

We would be very happy to work with the Federal Reserve in trying 
to develop such guidelines. 

Senator McIntyhe. Mr. Ackerman, Mr. Tobin and Mr. Dowd, do 
you agree that section 8 as presently written will put securities 
affiliates of foreign banks out of business? 

Mr. Ackerman. Yes, sir. 

Mr. Tobin. Yes, sir. 

Mr. Down. For all intents and purposes, their incentives would 
be so drastically reduced that if I were running one, I would fold up 
my tent and go home, under the bill as written. 

Senator McIntyhe. Mr. Schmid t-Scheuber, you say in your state- 
ment that the customers of ABD's four shareholders are more willing 
to invest in U.S. securities because they can go through their own bank 
affiliates. Why wouldn't they be just as wilfing to buy U.S. securities 
from their local banker if the bank had to use a U.S. broker-dealer to 
execute the order? 

Mr. ScHMiDT-ScHEDBER. First, we're talking about shareholders 
all over Germany. If you're talking about a little town in Bavaria, 
I'm sure the problems would be much less existing if you could go into 
one of the regional bank offices and get advice on what kind of stock to 
buy. And with the bank and broker combined together our customers 
in Europe only pay one commission. 

Senator McIntyre. Mr. Dowd, Mr. Tobin and Mr. Ackerman, can 
you please assess for this subcommittee the impact of the SEC's 
recent ruling regarding access of securities affiliates of foreign banks 
to the major stock exchanges and how is that development relevant 
to this legislation? 

Mr. DowD. It's something that has not been imexpected, partic- 
ularly with the passage of the Securities Act amendments of last yeiff, 
and I would suspect that even ABD, SoGen-Swiss and others will 
seek membership on the New York Stock Exchange. This would not 
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preclude them, however, from continuing, we would hope, their 
specialist activity in Boston, the same commitment with capital 
speciahst market making and on Midwest and on Pacific Coast, It's 
a mixed blessing. I'm delighted to see that New York is supposed to 
stick its head out of the sand and recognize there are firms with capital 
they like but whose membership they do not like. But on the other 
hand, while they were prohibited from membership on the New York 
and American Stock Exchanges, obviously they did more business 
on the regionals. This is not to say that none of their business did 
not flow to the New York Stock Exchange for other reasons. It's a 
mixed blessing, but I do not see any adverse impact, provided that 
the bill as it's now written does not pass on the market making and 
international arbitrage activities and their consequent benefits to 
the regionals. 

Senator McIntyre. Do you agree, Mr. Tobin? 

Mr. Tobin. I would agree substantially with what Mr. Dowd 
said. One other aspect of the decision, I think is worth mentioning, 
namely that it's the first tangible demonstration of an interpretation 
on the part of the SEC of the 1975 amendments regarding access 
to the U.S. securities markets. 

Senator McIntyhe. Do you care to comment, Mr, Ackerman? 

Mr. AcKEHMAN. Yes, sir. I think this is simply another example 
of what will be the adoption by the New York Stock Exchange of 
innovations that have been developed on the regional exchanges. 

Senator McIntyre. Senator Stevenson, would you like to inquu'e? 

Senator Stevenson. Mr. Chairman, I think the witnesses have 
made their positions clear. I don't have questions, but I would make 
one observation. 

I have a feeling that these witnesses are basing their recommenda- 
tions to us on political considerations and they are not politicians. 
My observation is that the political climate in the United States is 
today, from your standpoint, probably much more favorable than 
it would be tomorrow and next year. That, Mr. Chairman, is my 
observation. 

Senator McIntyre. Thank you, Senator. 

Under the Securities Act Amendments of 1975, the SEC is pushing 
the securities industry toward a national market system. What do 
you expect the role of the regional exchanges to be in a national 
market system and how would this bill, H.R. 13876, affect you? 

Mr. Ackerman. First, I would expect that the regional exchanges 
will play a much more important role as to proponents under a 
national market system as is presently contemplated, as I think all 
of us have testified this morning. Passage, however, of section 8 
would severely reduce ability to compete effectively. 

Mr. Down. I would agree because of the impact on specialist 
market making and the removal of that important capital source 
from the essential element of competition. 

Mr. Tobin. I think, Mr. Chairman, you would find many, many 
different interpretations as to what are the essential elements of the 
national market system. As we understand it, and as we feel the 
legislation at least conceptually sets it forth, a national market system 
would involve a reasonably fair field of competition between the 
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regional exchanges and the New York Stock Exch&nge for the first 
time in the securities business. 

Once the lines to competition are open, to be successful in that com- 
petition one must have competitors and that's where we come to the 
provisions of this bill. To the extent that some of the foreign members 
we have been talking about contribute to market making, for example, 
they will enhance the regionals' abihty to operate eflfectively as con- 
templated under the 1975 amendments. 

Senator McIntthe. Gentlemen, section 8 is ostensibly designed 
to redress a competitive imbalance which occurs from the fact that the 
affiliates of foreign banks are engaged in securities business while 
affiliates of U.S. banks may not engage in it. How do we assess this? 
Is there a competitive imbalance and how about over the next 10 
years? 

Mr. DowD, Concededly, there is a competitive imbalance. I don't 
know the Chase Muihattan or First National City or First National 
Bank of Boston has ever had in its game plan to run a specialist 
operation on the floor of any exchange. Maybe it's just because it's 
been one of those activities mat Glass-Steagat presumably prohibited 
from them, but the fact is that the foreigners did supply the capital, 
do run the risk, and have on balance taken the risk in running specialist 
activities and enga^ng in international arbitrage, neither of the 
activities the domestic banks have seen fit to press for. 

So I would, in answer to your question, say, yes, there is a com- 
petitive advantage, if you want to call it that, a competitive runup, 
if you will, for foreign banks; but these are the functions frankly that 
many foreign banks have run traditionally in their countries of origin. 
The exchanges in Europe, for example in Germany in particular, the 
banks are the only members and these are day-to-day bread-and-butter 
functions for banks in their capacity as worldwide bankers. 

Senator McInttbb. How do you assess this now 10 years down the 
road? 

Mr. DowD. Because of our industry constantly needing new capital 
and new sources of capital, properly drawn guidelines, perhaps an 
updated Glass-Steagal snould delineate whether domestic banks ought 
to be permitted to make markets and commit capital in specialist 
activities. I'm not saymg yes or no. I admit that there is the distinc- 
tion between a domestic and foreign bank and maybe a reexamination 
of Glass-Steagal would estabhsh once and for all whether domestic 
banks should be permitted into this activity. 

Senator McIntybb, Mr. Tobin, Mr. Dowd says there is a competi- 
tive disadvantage. How do you assess 10 years down the road? 

Mr, Tobin. Maybe in some respects there is a competitive im- 
balance. I think you've got to go behind the question of immediate 
competitive imbalance. In other words, in Europe, for example, the 
bankers are the brokers. In this country a rather severe delimitation 
has taken place as to what traditiontuly has been looked upon as 
appropriate banking activities. Now I don't consider myself expert 
enough to say whether the European mode is correct and ours is wrong 
or ours is correct and the European mode is wrong. I think the ques- 
tion should be studied extensively and the legislation should await the 
outcome of those studies. I'm concerned that aside from very serious 
impacts on existing firms that got involved in our securities t 
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with good faith — aside from that, I'm concerned that the effects of 
section 8 will be to make more insular the American securities business 
and I think that goes counter to the desired long-term trend. 

Mr. AcKBKMAN, Mr. Chairman, I'd like to defer to m^ counsel, 
Mr. Kichershauser, who's prepared to answer that question. 

Mr. RiCHEH&HAusER. We tried to address that question in our state- 
ment when we stated that we thought the Senate was uniquely 
equipped to make a decision which prefers the practical result to 
the theoretical. As a practical matter right now there's maybe an im- 
balance, but it's not an area that we understand the domestic banks 
are anxious to proceed in. The practical effect of eliminating that com- 

§etitive imbalance at this time prior to the development of the Glass- 
teagal studies and prior to the fuU development of a national 
market system seems to be to us inappropriate. It is a matter of 
timing, which is why we oppose section 8 at this time which frankly 
left us open when we have access to these studies to say that this 
might even be proper l^islation. 

Senator McIntthe. Would you care to comment, Mr, Perry? 

Mr. Perry, Yes, I would, We are really not aware that the U.S. 
banks feel they are at a competitive disadvantage. The people who 
seem to be supporting the House bill the way it's written are largely 
members of tie securities industry who perhaps do feel that we are 
offering a kind of competition to them. 

I might make two other comments. One is that our shareholder 
Credit Suisse did not come to the marketplace because they looked 
and said, "Oh, City Bank can't do this or Chase Manhattan can't do 
this or Harris Trust can't do this." They came here because they felt a 
need to better serve their clients in EJurope and Switzerland, where 
they were accustomed to providing both the commercial banking 
service and custodial services. That was their interest in coming into 
the market, not because they were more competitive with the big U.S. 
banks. Over the years we feel we have, as I say, brought our capability 
in the investment banking field and we are offering competition, but 
it's competition in the securities industry. 

Finally, if Credit Suisse really wished to become competitive with 
the big banks and get into retail operations, which is really the source 
of the vast amounts of the accounts of the Bank of America and City 
Bank, and so forth, then they would not be permitted because of the 
various other aspects of U.S. law. They could not really compete in 
the retail market without taking steps to bring them under the Glass- 
Stef^al market. 

Senator McInttre. Mr. Schmidt-Scheuber? 

Mr. ScHMinT-ScHEUBBR. I would defer to my counsel. 

Mr. MoKiN. I think the problem arises from the dual nature of the 
banking business m Europe. That is, they are banks on one hand and 
brokers on the other. If we view these foreign members as subsidiaries 
of foreign brokers we don't really have a problem. I suppose there is a 
potential in the future if the foreign brokers here in the United States 
are performing activities which in combination with their foreign 
parents would present the situation that caused the passage of the 
Glass-Steagal in the first place there would be time for alarm and I 
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would agree that perhaps we are premature in considering that now 
before determining whether that will ever happen. 

Senator McInttbb. I want to thank all of you, gentlemen. It's 
very important to get the views of our stock exchanges throughout the 
country and also some of our principal foreign aflihates. ThaiSi you all 
ve^ much for your testimony this morning. 

We call as our next witnesses a panel consisting of Dr. Wolfgang 
Jahn, member of the board, Commerzbank, A.G., Duesseldorf, 
representing the EEC Banking Federation, and Mr. Paul Hollos, 
president, Institute of Foreign Bankers, and Mr. Stewart L. Pittman, 
counsel. Dr. Jahn, will you introduce those who are accompanying 
you for the record. 



STATEMENT OF DR. WOLFGANG JAHN, MEMBEB OF THE BOAKD, 
COMMERZBANK, A.G., DUESSELDORF, REPRESENTING EEC BANK- 
ING FEDERATION, ACCOMPANIED BY GEORGES SMOLARSKI, 
THEODOR HEINSIUS, PHILLIPE MARCILHACY, PAUL FABEE, ABB 
ALBERT DOSMANNS 

Dr. Jahn. Mr. Chairman, I am Wolfgang Jahn, a member of the 
board of management, that is the top management, of the Commerz- 
bank, a major German bank. With me today are Mr. Georges Smolar- 
ski, a member of the general management committee of the Credit 
Lyonnais, a major French bank; Dr. Theodor Heinsius, general 
counsel of the Dresdner Bank, another major German bank; Mr. Peul 
Fabre, head of international relations for the Association of French 
Banks; Mr. Phillippe Marcilhacy, assistant general counsel of Com- 
pare Financiere de Suez; and Dr. Albert Dormanns, head of the 
mtemational division of the Association of German Banks. We have 
the honor to represent the European Economic Community Banking 
Federation, which has as its members the banks of all nine member 
countries in the Common Market. 

For me it is a pleasure to return to Washington where some 20-years 
E^o I received my basic training in international finance as a staiF 
member of the World Bank. 

My associates and I appear before this subcommittee to express the 
deep concern of the European banking community about the House 
bill called the International Banking Act of 1976. In this regard, I 
believe it is most important that we dispel any erroneous impression 
that may exist that there is not great concern in Europe over the 
proposed legislation. To the contrary, particularly since the passage 
of the House bill, there has been increasing distress. There are perhaps 
two reasons why a misimpression could have been created. 

First; Would be the extreme care and courtesy called for when 
nationals of one country comment on the laws of another. Such a 
frame of mind leads to understatement — and understatements may 
be easily misunderstood. 

Second: Are the great difficulties and complexities involved in this 
bill — -it has taJten European bankers a long time to appreciate the 
serious problems buried in the bill's technical language. 

Before proceeding further, let me say, Mr. Chairman, that we have 
seen the excellent statement prepared for you by the Institute of 
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Foreign Bankers and we all support it wholeheartedly. In view of the 
analysis by the Institute of Foreign Bankers covering principally 
questions relating to our commercial banking operations in the United 
States, we will concentrate on the very serious problems raised by 
section 8 of the bill on nonbanking activities. Specifically, we will 
focus on the problems of our investment banking and securities 
affiliates in the United States and the problems posed by the invest- 
ments of foreign banks in industrial and commercial companies. 

With your permission, Mr. Chairman, I would suggest that my 
friend and colleague, Mr. Smolarski, will first comment on investment 
and securities issues. 

STATEMENT OF GEOSaES SHOLARSEI, MEHBEK OF THE GENEBAL 
MANAGEMENT COMMITTEE OF THE CREDIT LYONNAIS 

Mr. Smolarski. Mr. Chairman, the investment banking and 
securities affiliates of European banks have played a small but con- 
structive role in the U.S. capital markets to which they have intro- 
duced new capital resources and healthy competition for underwriting, 
trading, and market making. They have also contributed to the 
development of the future central securities market through the 
brokerage volume and liquidity they have brought to U.S. securities 
markets, particularly the regional exchanges. 

Investment bankmg and securities affiliates of European banks 
have the status of SEC registered broker/dealers and are under regu- 
latory supervision not only of the SEC but also the NASD and the 
stock exchanges of which they are members. In the 8 years durii^ 
which most of these firms have been in existence, neither we nor any 
of the experts who have testified befora you have become aware of 
any regulatory problems that would necessitate corrective legislation. 

Notwithstanding the above considerations, the House bill would 
force the dissolution of foreign bank-owned securities firms and prevent 
Continental European institutions from competing in U.S. securities 
markets. While the bill purports to legislate equal national treat- 
ment, in fact it would legislate unequal treatment. This is due lai^ely 
to the difference between the U.S. banking system, with separate 
commercial banking and securities entities, and the multifunction 
banking system in Europe. In France, for example, our few major 
banks which handle both the commercial and investment banking 
business must compete not only with 14 major U.S. banks established 
in France, but also with more than 20 U.S. securities firms, to say 
nothing of those U.S. banks and brokers doing business in France 
although they have no offices there. 

The provisions contained in section 8 of the House bill which would 
allow fore^ securities affiliates to underwrite, but not distribute or 
deal in securities in the United States after 1985, are unacceptable. 
This partial grandfathering would permit foreign banks to taKe the 
risks of underwriting, but would severely limit their ability to resell 
underwritten securities. Without the freedom to distribute securities 
m the U.S. market for which an issue is tailored and the underwriting 
risk calculated, as well as the ability to act as a dealer in secondary 
markets in the United States, it is impractical, even with important 
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European placement capabilities for some issues, to continue as an 
active underwriter in your market. 

We would be crippled immediately upon pass^e of such a bill 
because we would be unable to offer a meaningful future to our valued 
employees or to our customers. In short, passage of the House bill 
would not be slow, but quick, death for our securities affiliates as 
viable entities. Limited grandfathering is no grandfathering. 

Thank you, Mr. Chairman. I would now turn the presentation back 
to Dr. Jahn. 

Dr. Jahn. Mr. Chairman, as I indicated before, we have another 
serious problem with section 8 of the House bill which, if it were law, 
would prevent many European companies from starting industrial 
plants and commercial investments in the United States. This problem 
results from the fact that, for various historical and economic reasons, 
many foreign banks have interests in industrial and commercial com- 
anies in their own country. These companies would be precluded from 
making new capital investment in the United States. Also, in the case 
of foreign banks operating in the United States which have interests 
in nonbanking companies already operating here, such banks would 
either have to termmate their U.S. activities or divest their holdings. 
Even permanent grandfathering would not avert these adverse con- 
sequences because grandfathermg applies only to the status quo. 
The consequence of section 8 would be completely contrary to the 
efforts to attract European investment to this country. It would also 
create a serious problem for the balance of international competition 
and investment as U.S. companies are free to acquire and develop 
industrial investments in Europe. 

The House bill would also produce the serious result that U.S. law 
would in effect apply to European banks and corporations. This 
occurs, of course, if a European bank that does business in the United 
States wishes to invest in a European company that does business 
here. Such an investment would, tor all practical purposes, be pro- 
hibited by the House bill. 

Particularly because the U.S. Senate is the branch of Congress 
with the constitutional responsibility for treaties, the subcommittee's 
attention should be also mvited to the various treaties of friendship, 
commerce, and navigation between the United States and other 
countries. These treaties provide that each party must treat enter- 
prises controlled by nationals of the other party in a manner "no less 
favorable than that afforded" similar enterprises controlled by ita 
own nationals. The House bill seems inconsistent with this language 
and thus the matter should be carefully considered. 

We feel very strongly that European banks should continue to be 
permitted to operate m the United States both in the commercial and 
mvestment banking fields in the manner in which such activities are 
now carried on. The European banks that have entered the United 
States in commercial bankmg, investment banking, or both, did so in 
good faith. Thus it is unfair and unjustified to destroy their interests. 

By way of conclusion, let me say this : For the last 30 years, Ameri- 
can and European economic policies have followed liberal prinm^les 
to our mutual benefit. The development of free credit and capital 
markets would be severely set back by the House bill. Thank you, Mr. 
Chairman. 

[Complete statement follows:] 
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Statemont of Dr. Wolfgang Jabn 

and 

Mr. Gaorgea Smolaraki 

on behalf of 

European Bcononlc CoDUunity Banking Federation 

before the 

SubcxuBBlttee on Plnajielal Inati-tutiona 

Conmittea on Banking, Housing and Drban Affair* 

United State* Senate 



Dr. Jalm 

Hr. Chaiman, membecB of the Subccmoittee , I aa Wolfgang 
Jahn, a menber of the Board of Hanagemeot, that 1* the top 
management, of the Ccameczbank, a major German bank. With 
me today are Hr. Georges Soolarski, a member of the Qoneral 
Management Coonlttee of the Credit Lyonnaia, a major French 
bank. Dr. Theodor HeinsiuB, General Counsel of the Dreadner 
Bank, another major German bank, Kr. Paul Fabre, head of 
international relations for the Association of French Banks, 
Hr. Philippe Harcilhaey, Assistant General Counsel of Compagnie 
Financiere de Sues, and Dr. Albert Dormanns, head of the 
international division of the Association of German Banks. 
He have the honor to represent the European Economic Connunity 
Banking Federation, which haa as its members th'e'b&ks of all 
nine member countries in the Common Market. .-~ ' ' 

It is a pleasure for me to return to Hashinston, irtiere 
sone twenty years ago I received my basic training in international 
finance as a staff member of the World Bank. 
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Hy associates and I appear before this Subcommittee to 
express the deep concern of the European banking conmiunity 
about the House bill called the International Banking Act Of 1976. 
In this regard, I believe it is most important that we dispel 
any erroneous impression that nay exist that there is not a 
great concern in Europe. over the proposed legislation. To the 
contrary, particularly since the passage of the Rouse bill, 
there has been Increasing distress. There are perhaps two 
reasons why a mis impress ion could have been cireated. First would 
be the extreme care and courtesy called for when nationals of 
one country comment on the laws of another. Such a frane of 
mind leads to understatement -- and understatenents may be 
easily misunderstood. Second are the great difficulties and 
complexities involved in this bill — It has taken European 
bankers a long time to appreciate the serious problems burled 
in the bill's technical language. 

Before proceeding further, let me say that we have seen 
the excellent statement prepared for you by the Institute Of 
Foreign Bankers, and we support it wholeheartedly. In view of 
the analysis by the Institute of Foreign Bankers covering 
principally questions relating to our commercial banking oper- 
ations in the United States, we will concentrate on the very 
serious problems raised by Section S of the bill on non-banking 
Specifically, we will focus on the probleaa of 
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states and the problems posed by the investmenta of foreign 
banks in industrial and commercial companies. 

Hy friend and colleague, Gaor< 
on investment and securities issues. 

Mr. aK>larBki 



, menbera of the Subcommittee, the invaatnent 
banking and securities affiliates of European banks have played 
a small but constructive role in the United States capital inar- 
keta to which they have introduced new capital resources and 
healthy competition for underwriting, trading end market making. 
They have also contributed to the developnent of the future 
central securities market through the brokerage volume and 
liquidity they have brought to United State* securities markets, 
particularly the regional exchanges. 

Investment banking and securities affiliates of European 
banks have the status of SEC registered broker/dealers and 
are under regulatory supervision not only oE the SEC, but also 
the NASD and the stock exchanges of which they are members. 
In the eight years during which most of these firms have been 
in existence, neither we nor any of the experts who have testified 
before you have become aware of any regulatory problems that would 



3,Goog[e 



Notwithstanding the above considerations, the House bill 
would force the diaaolution of foreign bank owned aecuritlea 
firms and prevent Continental European institutions fron c 
in United States securities markets. While the bill purports 
to legislate 'equal national treatB»nt', in fact it Mould lagls- 
late unequal treatment. This is due largely to the difference 
betveen Che United States banking system, with separate ca^Mrcial 
banking and BecuritiaB ontitieB, and the nultl- function banking 
system in Europe. In France, for example, our few major banks 
which handle both the commercial and investment banking business 
must ccaipete not only with fourteen major Dnited States banks 
established in France, but also with more than twenty United 
States securities firms, to say nothing of those United States 
banks and brokers doing business In France although they have 
no offices there. 

The provisions contained In Section B of the House bill 
which would allow foreign securities affiliates to underwrite, 
but not distribute or deal in securities In the United States 
after 19B5, ace unacceptable. This partial grandfathering would 
permit foreign banks to take the risks of underwriting, but 
would severely linit their ability to resell underwritten secur- 
ities. Without the freedom to distribute securities in th* 
United States market for which an issue is tailored and the 
underwriting risk calculated, as well aa the ability to act 
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IS a dealer in secondary markecs in the United States, It !• 
.mpractical, even with iiqpaEtant Zucopoan placement capabilities 
for Bome issues, to continue as an active undeEWEiter In your 

We would be CEippled imediataly upon passage of such a 
>ill because wb would be unable to offer a meaningful. futuE* 
:o our valued employees or to oue ouatomeES. In ahoct, passage 
)f the House bill would not be alow, but quick, death foE oue 

affiliates ao viable entities. Limited gEandfather- 
is no grandfathering. 
Thank you Hr. Chalnnan, I would now turn the pEesentation 
« to Dr. Jahn. 

Dr. Jahn (Continuing l 



Mr. Chairman, we have anotheE serious pEOblem with Section 
8 of the House bill which, if it were law, would prevent many 
European companies from startii^ industrial planta and cooBcrclal 
investments in the United States. This problem results from the 
fact that, for various historical and economic reBSOns. many forej 
banks have interests in industrial and commercial companies 
in their own country. Theae companies would be precluded fEom 
making new capital investment In the United States. Also, in 
the case of foreign banks operating in the Dnited States which 
have interests in non-banking companies already operating here. 
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such bankB would either have to terminate their United Stats* 
activities or divest their holdinga- Even permanent grand- 
fathering would not avert these adverse consequences because 
grandfathering applies only to the status quo. The conaaguence 
of Section 8 would be con^letely contrary to the efforts to 
attract European investBent to this country. It would also 
create a serious problem for the balance of international 
competition and investment as Onited States conpanies are frae 
to acquire and develop industrial investtoenta in Europe. 

The House bill would also produce the serious result 
that United States law would In effect apply to European 
banks and corporations. This occurs, of course, if a European 
bank that does business in the United States wishes to invest 
in a European company that does business here. Such an invest- 
ment would, for all practical purposes, be prohibited by the 
House bill. 

Particularly because the United States Senate is Che 
branch of Congress with the constitutional responsibility for 
treaties, the Subcommittee's attention should also be Invited 
to the various Treaties of Friendship, Commerce and Navigation 
between the United States and other countries. These treaties 
provide that each party must treat enterprises controlled by 
nationals of the other party in a nanner "no less favorable 
than that afforded* similar enterprises controlled by its own 
nationals. The House bill seems inconsistent with this language 
and thus the matter should be carefully considered. 
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He fsel very strongly that European banks should continue 
to be permitted to cperate In the United States both in the 
ocninercial and inveHtment banking fields In the manner in which 
such activities are now carried on. The European banks that 
have entered the United States in commercial banking. Invest- 
ment bemking. or both, did so in good faith. Thus it Is unfair 
and unjustified to destroy their interests. 

By way of conclusion, let me say this: For the last 
thirty years, American and European economic policies have 
followed liberal principles to our mutual benefit. The develop- 
ment of free credit and capital markets would be severely set 
back by the House bill. Thank you, Mr. Chairman. 
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FOR RELEASE HOT BEFORE AUGUST 31, 1976. 3 P.^ 



EVIDENCE PRESENTED BV 
THE E.E.C. BAHKING FEDERATION 



THE SUB-COMMITTEE ON FINANCIAL IHSTITUTIONS 

OF THE COMMITTEE ON BAHKING, HOUSING AHD URBAH AFFAIRS 

OF THE UNITED STATES SEHATE 



1. The Sub'Conaittee on Financial Institutions of the Comnlttee 
on Banking, Housing and Urban Affairs of the United States 
Senate was good enoujii to receive at their hearings in 
January last on the Foreign Bank Act of 1975, a statement 
of evidence froB the Rt.Hon. Lord O'Brien of Lothbury. G.B.E., 
P.C., on behalf of the E.E.C. Banking Federation. 

Z. The E.E.C. Banking Federation are aware of, and appreciate, 
the changes which have been made to the International Banking 
Act of 1976 during Its cons1<}eration by the House of Represen* 
tatives. There remain Inevitably provisions which will present 
difficulties to all foreign banks operating In the United 
States but there are two major problems remaining which are 
of considerable concern to European banks. These problems 
were referred to in the statement presented earlier this 
year to the Sub-Committee, but It is felt that they are of 
such importance that they should be re-enphasised at the 
time of the hearing to take place on Tuesday. 31st August 
1976. 
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3, This paper, therefore, confines itself to comments on 
Section 8 of the Act. They are offered as a constructii 
contribution in the belief that some amendaent to a11et 
the probleMs outlined would not conflict with the spir' 
of the legislation now under consideration. 
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COMMENTS ON SECTION 8 

4. Section 8 of the International Banking Act of 1976 applies 
the restrictions of the Bank Holdlnc) Compeny Act of 1956/ 
1970 to the non-banking operations In the United States of 
foreign banks which control branches, agencies or comaerclal 
lending companies In the United States. It requires that 
they terninate all non-banking activities as of December 31, 
198S, except that existing industrial participations aay be 
maintained under certain conditions and that foreign banks 
which have subsidiaries or affiliates engaged in under- 
writing may continue to underwrite after that date If they 
do not sell securities in the United States. To qualify to 
continue to underwrite, such subsidiaries or affiliates 
■ust have been established by December 3, 1974, or 
acquired pursuant to a contract entered into before or on 

5. Me respectfully subnit the following comments on the effect 
the proposed Section 8 of the International Banking Act of 
1976 Mould have on the non-banking activities and the 
securities operations of European banks. 

1. Industrial participations of foreign banks and foreign 
Bank Holding Coapanies 

6. Me generally have no objection to the application of the 
Sank Holding Company Act to the extent that it limits 
associations between U.S. subsidiaries or affiliates of 
foreign banks and U.S. subsidiaries or affiliates of 
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foreign firms. A problen would arise only If Section 8 HDuld 
iapose the provisions of the Bank Holding Company Act on the 
associations outside the United States which exist between 
foreign banks and foreign firms and which are established In 
coapHance with the legislation in their own country. 

. As It is worded. Section a would definitely preclude the 
operation in the American market of: 

a) a11 the foreign banks which, in their home country and 
in conformity with their country's legislation, retain 

an Industrial ownership in non-banking firas established, 
or to be established, in the I'nited States or arecontrolli 
by holding companies also controlling such flrnsi 

b) all non-banking firms which, in their home country and In 
conformity with their country's legislation, are controUi 
by a bank which has a unit In the United States, or by a 
holding company also controlling such a bank. 

, In other words, if Section S were not modified, even with a 
permanent grandfathering, the only foreign banks or firms 
which could maintain or establish units In the United States 
would be thosa banks or firas from countries which have the 
sane legislation as the United States - as far as industrial 
connections are concerned - or banks or firms fron other 
countries having different legislation but which voluntarily 
forego the benefits of such legislation. 
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9. In the countries where they are authorized, luch connections 
exist generally between najor banks and najor f1r*s which, 
owing to their size, are aiiong those which nay with and 
which have the iieans to establish untts In the United States. 
These banks and fli-ns are therefore faced with the following 
dtlemna: They «ust 

- either waive their national structures In order to establish 
units In the United States - a harsh requireaent and 
generally highly Impractical; 

- or, while nalntslning their domestic structures, give up 
either for the bank or for all the Industrial firms belong- 
ing to the group - any prospect of establishing units in 
the United States. 

affect those foreign banks already established in the United 
States. 

11. Therefore, the provisions of Section 8 have to a large extent 
extra-territorial iapllcatlons which consequently create a 
very serious conflict between the Anerlcan legislation and 
that of a certain nuabcr of European countries. 

IZ, European banks consider that such an extra-territorial 
application of the Bank Holding Conpany Act is neither 
fair nor necessary and that it gives rise to the most 
serious difficulties. 
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13. It 1s generally accepted that any foreign bank unit nust 
comply with the host country's legislation for all its 
operations in that country. On the other hand. In most 
countries and especially In Europe, the banking legislation 
applicable to foreign banks generally respects the parent's 
legal status and accepts that this status is drawn from 

such differences at the parent's level may have certain 
consequences for the subsidiaries or branches established 
in their territory. They however consider that, provided 
the banks comply witn the host country legislation for their 
operations in that country, the differences existing between 
the legal status of domestic banks and that of the foreign 
bank's parent cannot seriously affect the operations Of the 
foreign banking unit in the host country and that it is 
therefore unnecessary to take them Into consideration. 

host country with the host country's legislation, together 
with the host country's non-interference with the domestic 
legislation which governs the foreign bank's parent, are 
the general foundations on which all International banking 
networks have been created and have developed for the common 
good of a11 the countries concerned. Of course, any country 
may deny a foreign bank access to its territory if it 
believes - after due review of the specific features of 
the bank - that it is not trustworthy. But to deny a bank 
access to a country on the grounds that it has at home a 
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different 1eg«1 status whose consequences ere aeinly felt 
In mother country would be - In relation to the accepteil 
custOK • a quite new developaent and a nost dangerous 
precedent. 

la. Such a precedent should also be avoided because it does not 
seem to be, in the specific case of non-banking connections, 
a practical solution to the problea of re1ationshii> between 
banks and their industrial clients. 

16. First of all, it is well-known that any Industrial fim 
established In a foreign country tends to look to the 
bank it uses in its hone country. If this bank' is also 
present in the same foreiqn country; or, if such Is not 
the case, to another bank fron its hone country. It Is 
also well-known that this trend rarely results in the 
establishnent of exclusive relationships, because the 
foreign firm nearly always requires the services of the 
host country's banking system. The fact that the foreign 
bank and fir* belong to the same financial group does not 
give rise, in the foreign country where both are established, 
to any substantial difference from this pattern. 

17. Secondly, why give wore importance to the legal relation- 
ships between the banks and firns of a foreign group than 
to the financial relationships that exist between any 
industrial fir> and a bank? Such financial relationships 
are often more important since the bank, if it were to 
withdraw its financial support, could place the firn In 

a difficult position. 
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18. Thus, th« provlslont of Section 8 which de*I with non- 
banking activities do not nactssartly prevent or put »n 
end to the practical probleas caused by financial and 
personal reUtJonshlpi botween banks and their Industrial 
clients. They at best further one nethod of enforcing 
principles, which the United States Is legltlaately devoted 
to, but which are not acknowledged, at least to the sane 
extent. In aany other countries of the free world. 

13. Certainly, a foretgn bank holding conpany created In the 
United States should abide by the methods used In the 
United States. But In the United States, the coexistence 
of a bank and a firm whose connections are established In 
a foreign country which legally authorises then reflects 
neither a violation, nor even an Ignorance of the principles 
of Anerlcan legislation. In so far as It does not give rise 
to disturbing effects In practice - and we have seen that 
such is not the case - It only adds to all the specifically 
national characteristics that the bank and fira retain in 
the host country, another feature whose importance should 
not be overest1«ated. 

20. The extensive application of the Bank Holding Company Act 
to Industrial ownership that foreign banks may retain does 
not therefore seem necessary either In order to protect 
the principles of Anerlcan legislation or to prevent 
situations likely to threaten the interests of the United 
States. 
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, Conversely, such an extensive application would have 
extrenely regrettable coniequencei on th« development 
of the econonle relationships between American and Europe. 
As already pointed out. the banks and the firms which 
would be affected by Section 8 are anont) the Major banks 
and Industrial firms in several European countries. Since 
they generally cannot contemplate waiving their domestic 
structures In their own country they would be unable to 
establish or to carry on their activities In the United 
States, which Is precisely the country In the world where 
they have the strongest Incentives to become established. 

. Taking Into consideration the importance of the American 
market, (t is unnecessary to emphasize the Important and 
serious distortions - as far as competition Is concerned - 
which would arise at the International level between the 
banks or the firms which would not have access to this 
market and those which would. In this way, the Implications 
of Section a are going much further than banking pollcyi 
they are also dealing with foreign investment policy as a 
whole. In fact, it is the frail balance presently existing 
in International competition, especially between the United 
States and Europe, which may be gradually but deeply affected. 

. The European banks are convinced that the Congress of the 
United States does not mean to go so far. Consequently 
they respectfully ask Congress to reconsider - after ■ more 
exhaustive review of the problem - the provisions of 
Section e. 
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£4. Even permansnt grandfathering of the prior sHuations does 
not solve the problen. The only fair and convenient solution 
would be to apply the Bank Holding Coitpany Act exclusively 
to the legal relationships established in the United States 
and not to take Into consider«t1on those relationships 
established outside the United States between foreign banks 
and non-banking fims in accordance with their domestic 

25. The European banks are convinced that modifying Section 8 
to the extent referred to above will not be prejudicial to 
the Interests of American banks or to the Anerican economy 
as a whole and that it will avoid Inportmt and serious 
problems In the econoalc relationships between Anerica 



ze. Our connents concerning the application of the Bank Holding 
Company Act to foreign banks which have in the United States 
both a coMnerclal bank and a unit engaged in securities 
operations are similar to those coaMSnts dealing with othec 
non-banking activities expressed above. 

Z7. As a practical matter, the consequences of such an applicatic 
though limited to banking and accompanied by a nine year 
phasing-out period, would also raise problens for foreign 
banks far out of proportion with the practical difficulties 

sought to be addressed by this legislation. 
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28. The G1a$s-$t««ga1T Act, as sunacd up by Congr«si*ait R«ej 
before the House of Representatives, was alaed at keeping 
American coHMtrcUl banks* resources for tha purposes with- 
in their own sphere and at avoiding their being used - 
through subsidiaries • to investaent tn securities likely 
to prove toe risky an Investnent. Many other countries, - 
especially those In Europe, were also concerned with these 
problens. Most of these countries adopted less sweeping or 
different Measures because they were better adapted to their 
own doaestic situation. 

29. It is fair that the Anerlcan legislation should not allow 

the AMorlcen unit Of a foreign bank to perform both cowaerclal 
banking and investnent banking activities. This would Indeed 
be a foraal violation of U.S. law. But inversely. If the 
banking units are quite separate, as in the case of two 
subsidiaries or of a subsidiary and a branch, and if these 
units have no 1nter-re1at1onsh1p whatsoever other than those 
existing outside the United States at the foreign bank's or 
a foreign holding coMpany'i level, there does not seea to be 
any formal violation of the Glass-Steagall Act, at least 
according to the accepted custom applied in Europe to a 
problen of this nature. It would be sufficient to establish 
clearly the total separation of the two units. Indeed, with 
the full agreement of the competent American authorities, a 
number of foreign banks have already established securities 
affiliates in the United States. 
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30. In order to juitify th« «pp11cBt1on of tha Bank Holding 
CoMpany Act abroad, 1t hat alto been irguod that the 
foreign bank, with a coMierclal bank and a security 
affiliate at Its disposal In the United States, would 
have a coapetltlve advantage in the Anerlcan agrket over 
other AMerlcan banks. 

31. This assertion does not appear to be Justified. It is not 
the foreign bank which Is operating in the United States, 
but Its two banking units; both units are coapletely 
separate. The unit with the status of a connercial bank 
coapetes with other Anertcan commercial banks ; the foreign 
investMent banking unit coapetet directly with American 
invettMent banks. Granted, soae custoners of one unit nay 
tend to also becone customers of the other, but obviously 
this cannot go very far. 

32. On the other hand, as American legislation Is more restictn 
than most European legislation in this regard, the rule of 
equal treatment applied in the same way on both sides of the 
Atlantic does not guarantee, as it should, a fair and equal 
reciprocity. 

33. If investment and commercial banking were as separate in 
Europe as they are in the United States, both European 
Commercial and investnent banks could establish units in 
the United States wUhout violating the laws of the United 
States. Reciprocity would be complete because European 
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countries permit American investment and coimerclal banks 
to operate In their countries. But due to different laws 
in European countries, securities operations are generally 
performed by banks Hhich have a connercial banking activity. 
It would therefore be difficult for then to cease comnerciil 
banking operations In the United States so that they could 
establish Investment banking operations there. It they could 
not establish or Maintain Investnent activities In the 
United States, the U.S. Investment banking market would be 
closed to many banking units representing an important 
section of European investnent banking, while European 
countries would still be open to American investment banking. 
After all, foreign banks would be prohibited from doing In 
the United States what O.S. banks arc permitted to do in 
Europe. Therefore, the reciprocity which has hitherto 
existed would be seriously Impaired. 

34. As a matter of fact, by restricting in such a way the U.S. 
Investment banking market for foreign banks, one would 
practically reduce coapetitlon in that market, whereas 
the constant trend of the U.S. Legislation - such as the 
197S securities acts amendments - is to maximize compe- 
tition. 

35. Neither the phasing out period provided for in Section 8, 
nor the possibilities it allows for certain activities 
after December 31, ises, seen satisfactory. 
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36. In the first place, the operations which win continue to 
be authorized will not produce enough profits for the units 
concerned. These banking units would iMMedlately be faced 
with the probleMS of a bank which Is known - by staff and 
customers - as having no prospects whatsoever in the future. 
Therefore even these operations will disappear. The question 
for European banks will not be to terminate so«ie activities, 
but to close their units long before the deadline. In fact, 
they will have to close as quickly as possible in order to 
avoid losses in addition to those inevitably arising fron 
dlvesture. 

37. Therefore, the neasures provided for cannot in any way be 
presented as achieving the results of a real grandfather 
clause. While the Congressmen who passed the bill certainly 
meant to achieve this ain, the actual consequence of Section 
8 will be a harsh dismissal. The prejudice caused to the 
banks concerned would be nost unfair, all the nore because 
they started their activities In the United States in good 
fa1tn and In full compliance with American law. 

38. As far as both securities operations and industrial owner- 
ship are concerned, the solution which would best reconcile 
the national principle of equality of treatment and the 
International principle of reciprocity, would be to adhere, 
for foreign banks, to a purely territorial Interpretation 
of the Bank Holding CoHpany Act. 
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39. European banks are convinced that their present investment 
banking activities do not represent an excessive share of 
the Aiierlcan market. They are also convinced that by 
operating through separate units on the conmerclal banking 
and the investment banking Markets they do not imperil 
either fair co[i>t>et1tion or the soundness of banking 
operations in the United States. 
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European Economic Community Banking Federation 

HEf43 RANDOM 



For the Record 



31 August, 1975, Hearings of the U.S. Senate 
Subcommittee on Financial Institutions of 
the Committee on Banking, Housing and Urban 
Affairs 



During the testimony given by Dr. Wolfgang Jahn and 
Mr. Georges Smolarski at the captioned hearing, requests 
were made by Chairman Mclntyre for written answers to 
certain questions. 

of the E.E.C. Banking Federation fol- 



1. Is the Rees-Murphy amendment to H.R. 13876, 
offered on the floor of the House of Representatives on 
29 July, 1976, acceptable to the E.E.C. Banking Federa- 

We do not consider the Rees-Murphy amendment an 
acceptable solution to the problem created for securi- 
ties affiliates of our members under the proposed legiS" 
lation because it would leave the members in a state of 
continuing uncertainty. 

2. Would the Stephens amendment, also proposed on 
the House floor, be an acceptable solution for European 
banks to the problem of multistate branching? 

The Stephens amendment appears to solve the problem 
which the European banks have under the proposed legisla- 
tion as regards multistate branching. 



We believe the amendments proposed by the Federal 
Reserve Board are insufficient. The amendawnts contain 
some elements improving the' House bill, but^ on the other 
hand, the proposals contain restrictions that would pose 
many substantial and new problems. 
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4. Hhat is the opinion of the E.E.C. Banking fed- 
eration on the r.D.l.C. proposals set forth in its letter 
of 26 August, 19767 

I the F.D.I.C. letter of 



A. The proposals of the Treasury Department sub- 
mitted on 31 August, 1976, as far as they go, are sub- 
stantial improvements to the House bill. 

B. The E.E.C. banking federation wishes to emphasize 
that, although permanent grandfathering of securities 
affiliates is an obvious improvement over the provisions 
of the House bill, it does not satisfy our basic concerns. 

In response to the invitation to present our thoughts 
regarding the concepts of equal treatment, uniform national 
treatment and mutual non-discrimination, we believe that 
the Chairman has discerned a crucial aspect of the problem 
before the subcommittee by calling those concepts "elusive." 
It is noteworthy that during the debates on the House 
floor both the proponents and the opponents of the Bouse 
bill agreed on the same objective, to establish equality 
between foreign and domestic banks. The reason that no 
agreement has been reached on the means to achieve this 
objective is that it is difficult to create equality for 
inherently different institutions. The continental Euro- 
pean banking system ie inherently different from that of 
the United States, not only because European banks are 
both commercial and investment banks, but also because 
the legal nature of their corporate structures and their 
appointed roles in their countries' economies are differ- 
ent. It is for that reason that uniform national treat- 
ment, for which it should be noted H.R. 13676 does not 
provide, can lead to unequal and discriminatory treatment. 
One Illustration has been mentioned in the hearings: if 
subsidiaries of continental European banks are barred from 
the underwriting business in the United States,, all con- 
tinental Europeans are so barred, for only banks are. in 
that business in continental Europe. 
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principal reason why the enactment of H.R. 13876. or 
any similar bill, would be premature, and a leap into 
the dark. As Congreaaman Wylie said on the House floor 
in discussing the complexities of this legislation: 



In conclusion, the E.E.C. Banking Federation wishes 
to state its deep concern towards any approach that seeks 
at this late date in the Congressional session to use the 
basic structure of the House bill and through amendment 
attempts to correct certain obvious deficiencies. Sub- 
stantial additional consideration of the potential rami- 
fications of the House bill in this technical and complex 
area should be undertaken. 
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Senator McInttrb. Thank you. 
Now, Mr. Hollos. 

STATEXENT OF PAUL E. HOLLOS, FBESISEHT, IROTITUTE OF 
FOBEiair BANEEBS 

Mr. Hollos. I am Paul Hollos, president of the Institute of Foreign 
Bankers, which has over 125 members composed of the foreign bank 
offices in the United States from over 32 countries of all parties of 
the world, accounting for the vast majority of foreign banking in the 
United States. 

Thank you for this opportunity to appear before you. 

Mav I request that our written statement be made part of the 
recora. 

The Institute of Foreign Bankers testimony and statemmt last 
January, addressing S. 958, proposed bv the Federal Reserve Board 
(which we are callmg the Fed bill), reflect the current views of the 
Institute on the key provisions of the House bill, most of which are 
very similar to their counterpart provisions in the Fed bill. 

Our view continues to be that the House bill as well as the Fed 
bill, are unnecessary and have the effect of a^ravating inequality of 
treatment of foreign and domestic banks rather than the stated 
puroose of placing them on an equal footing. 

We will not repeat all our reasons which are in your January 
hearii^ transcript, but we are relying heavily on the testimony we 
have given you. 

We wish to sug^st that this bill is at best premature. Its essential 
features may become unnecessary depending on the results of do- 
mestic bank reforms under consideration by Congress. 

The most important of these issues are interstate branching, securi- 
ties activities, and mandatory membership in the Federal Reserve 
Systom. 

The House bill illustrates the tendency of regulatory activity to 
spawn additional regulation, proliferating paperwork and adoiinis- 
trative burdens to regulators and r^^ulated alike, all adding to costs 
ultimately borne by the public. 

There has been little resistance in the House to the temptation to 
impose on State organized foreign banking operations a superstructure 
of new Federal regulations, rather than to identify and correct any 
specific deficiencies of existing law. 

If the domestic banking industry is subject to a "patchwork" 
(to use Grovemor Mitchell's word) of burdensome r^mation, cor- 
rective bank reform lenslation may perhaps be needed. 

But reforming this diversity of r^ulatory treatment should not 
begin with the imposition of new and unnecessary regulation burdois 
on foreign banks, merely because it is politically the path of least 
resistance. 

Attention should first be given to reducing or equalizing r^ulatoiy 
burdens on domestic banks and perhaps also on their nondepository 
domestic competitors. 

The Institute's comments in your Jajiuary hearing record addressing 
this subcommittee's interesting two-page outUne of a possible response 
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to the Fed bill su^ests that a proposal stripped down to demonstrated 
needs for change could be accomplished without legislation at this 
time. 

Our su^estioD was that this committee issue a report urging the 
FRB, the FDIC and those key State bank supervisors who regulate 
foreign banks to undertake steps to satisfy any essential requirements 
of Federal banking policy by improved coordination. 

We understand tnat some State bank supervisors are eilready giving 
attention to the possibility of taking the initiative to improve Federal- 
State cooperation in foreign bank regulation. 

This suDCommittee should have the opportunity to know more about 
this potential before recommending a bill. 

The success of this complex bill on the floor of the House appears to 
have been lai^ely based on representation by its sponsors, tnat the 
bill reflected a wide consensus following ext^isive discussions and 
negotiation among those concerned. 

However, the key multistate branching provision narrowly escaped 
defeat by the Stephens amendment in the House. 

We think it important that this consensus misconception not be 
carried over to these hearing^. This is not a bill of consensus but one of 
controversy, and the controversy is not limited to the normal 
differences between regulators and those regulated. 

It appears from the January hearing record that the State 
supervisors have vimirously opposed the House bill. FDIC has told 
this subcommittee that mandatory membership in both the Federal 
Reserve System and in FDIC is discriminatory. The Comptroller of 
the Currency has advised your subcommittee to go slow and not to 
freeze foreign banking in only three States. 

The Treasury Department has advised Mr. St Germain ag^st 
authorizing discriminatory application of Federal reserve requirements 
and against Federal screening of applications for new licenses or 
charters. 

All Federal agencies strongly support grandfathering without the 
discriminatory restriction in the House bill. 

The domestic banking industry has not shown widespread interest 
in this bill. The New York Clearing House Association represents 11 
lat^e international domestic banks accounting for most of the U.S.- 
owned overseas banking activities and most of the domestic com- 
petition of foreign banks, they have vigorously opposed the Fed and 
House bills. 

Presumably they are peculiariy sensitive to the potential of this 
legislation for upsetting the stability of the worldwide regulatory 
chmate for international banking. 

The only other domestic bathing association to address your sub- 
committee on the Fed bill last January was the Bankers' Association 
for Foreign Trade. It opposed as discriminatory mandatory member- 
ship in both the Federal Reserve System, including Federal reserve 
requirements, and in FDIC. 

It also testified that there are no present foreign bank abuses re- 
quiring legislative correction, that the two alleged advantages did 
not constitute "unfair competition" and the the domestic banks did 
not feel discriminated against. 
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In conclusion, the justification of equal treatment, without which 
this legislation could not have ^tten off the ground, does not stand 
close scrutiny. The inherent diversity in U.S. banking laws is not 
called unfair competition as between domestic banks; to do so in the 
case of foreign banks shows a bias against foreignness. 

May I call now on Mr. Steuart Pittman, our other witness with 
whom I share our allocated time? 

STATEHENT OF STEUAST L. FITIUAN, SHAW, PITTHA5, 
POTTS & TBOWBBISaE, WASHmOTON, O.C. 

Mr. PriTMAN. I am St«uart Pittman of the Washington law firm 
of Sha,w, Fittmeji, Fotts & Trowbridge, representing the Institute of 
Foreign Bankers. 

I wiUpoint out certain major difficulties posed by specific provisions 
of the House bill. 

Multi-State branching is the threshold issue without which foreign 
bank legislation would probably never have reached the hearing stage. 

Section 5 of the House bill gives equal treatment among banks 
priority over equal treatment among cities competing for the business 
which derives from international financial center status. 

It would impose a Federal prohibition to block effectively State 
efforts to attract foreign bank branches to many important cities. 

The recent success of Chicago in attracting several dozen foreign 
bank branches in about 2 years could not have occurred under the 
House or Fed bill. 

New foreign bank activities in the United States would tend to be 
concentrated in the several lai^est money center cities to the detri- 
ment of other growing financial centers. 

There are no public policy grounds on which the Federal Govern- 
ment should block such forward-looking and constructive civic and 
eccmomic aspirations. 

On the contrary, existing Federal law — section 3(d) of the Bank 
Holding Company Act — enables any State, explicitly by statute, to 
admit subsidiary banks owned by out-of-State banks, whether foreign 
or domestic. 

Section 5 expressly continues this treatment of foreign bank sub- 
sidiaries but applies an inconsistent and unconditional ban on foreign 
bank branching in secondary States. 

What then is the justification for section 5? 

Protection for domestic banks, and it does not stand up. 

The January hearing record estabhshes that the large domestic 
banks, which are the competitors of foreign banks, are far more active, 
by any count, in interstate wholesale banking than are foreign bank 
branches. 

In comparison with foreign banks, these large U.S. banks haye 
about 26 times the number of locations outside their home State in 
about 10 times the number of States. 

The important point is that neither group of banks do any appre- 
ciable interstate retail deposit banking outside their home State. 

Turning to section 6, surety bonds and asset pledges are a dis- 
criminatory substitute for mandatory Federal deposit insurance, which 
is also discriminatory. 
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Section 6 was sold in the House on the strai^e theory that the benefits 
of insurance should remain confined to FDIC members, but the coat 
should be equalized b^ imposing on foreign bank branches the costs 
of bonds or pledges which buy no benefits. 

Depo^tor protection offers no better justification. 

As FDIC nas advised, the depositors of wholesale international 
banks do not need protection. 

Furthermore, the States effectively assure the availability of assets 
for the protection of customers of foreign bank branches. 

Section 7 is the heart of the expansion of the FKB jurisdiction over 
foreign banks. It drops all pretense of equal treatment. 

Federal Reserve requirementSj optional for domestic banks, be- 
come mandatory for foreign banking in the United States. 

The FRB is empowered to impose higher reserve ratios on foreign 
than domestic banks and to subject credit balances and advances 
from the home offices to reserve requirements in the case of foreign 
but not domestic banks. 

Section 7(d) enables the FRB to apply the wide range of member 
bank regulations to foreign bank nonmembers but not to domestic 
nonmemDers. 

All of those restrictions can be appUed to nondepository agencies 
and investment companies owned by foreign banks but to no domestic 
nondepositor institutions. 

How is this collection of discriminations justified? 

First: Monetary policy is the only specific need alleged in the hear- 
ing for a greater Federal role in Foreign bank regulation. 

This need has been merely asserted as self-evident, without factual 
support or argumentation about the monetary quantities involved or 
about the controversial question of the value of reserve requirements 
in controlli^ the money supply. 

Second : The bill attempts to use a size distinction to overcome these 
obvious discriminations. 

Even if size discrimination made good regulatory law, which it 
clearly does not, the logic fails for two reasons. 

First: While the lai^ domestic banks may all be members of the 
Federal Reserve System, this is their choice and they can withdraw if 
and when the benefits are outweighed by the burdens. 

Second: Foreign bank branches, agencies, and investment com- 
panies are separate operations which must succeed independently of 
the home office or eventually be phased out as unprofitable mvestments. 

Thus, if size is relevant, realistic comparisons with domestic banks 
should be made with the U.S. operations and should not include the 
overseas operations which, incidentally, are already subject to foreign 
reserve requirements and other foreign regulations. 

Section 8, which applies nonbanking prohibitions, is important. 
But we hope you do not have an exaggerated idea of its importance 
from the time devoted to it today. 

But Dr. Jahn and other witnesses are focusing on this subject, so I 
will save time by referring you to our views in the January transcript 
at pages 481 and 515 through 520. 
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We identify in our statement, starting at page 13, five major over- 
lays of new Federal regulation of foreign Bankmg, involving adiaiaistra- 
tion by all three Federal regulating agencies. 

The conclusion is inescapable that equal treatment has been the 
rhetoric canying this le^slation as far as it has come but that the real 
thrust is indiscnminate federalization of foreign bank regulation which 
is effectively administered at present by tliree State banking 
admini s tr ations . 

[Statement of the Institute of Foreign Bankers and a letter from Mr, 
Pittman enclosing a further statement follow:] 
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iKSTmrrx or roniGK bmosbs 

COHKENTS OH B.R. 13076 

SUBCOHHITTEE Ot) FIIUNCIAL IHSTirOTIOIIS 
SEIUTS COHHtTTZE OH BAHKIHG, HOUSIHG AND UKBAK UTAIRS 

Th* Initituta of foreign B«nkers, [«pr«sant«d by ita 
Preaidant/ Paul B. Holloii and lt« counaal, Stauart L. PlttMU, ara 
reapondlng to the raquaat of your Subconmittaa for comnaiita on B.R. 
13B76 recently paaaed by the House of Repraaentativea (which wa ara 
calling the Houaa bill). The 125 or nore neMbers of the Inatltnta 
are the Onitad States branchaa, aganciaa, •nbaidlarles, and repre- 
sentative offices of foreign banks, trtiich together account for the 
vast majority of all foreign bank officaa in the Dnitail States. 

Our taatinony and statement laat January, addressing S. 958 
proposed by the Federal Reserve Board (which we are calling the 
Fed bill), reflect the current views of the Institute on the key 
provisions of the Rouse bill, noat of which are very sluilar to 
their counterpart proviaiona in the Fed bill. To avoid repetition 
wa will assuaa that thasa ooomenta will ba read with our January 
statanant. In essence, our view continues to be that the House bill, 
as well as the Fed bill, are unnecessary and have the affect of 
aggravating inequality of treatDent of foreign and deueatlo bank* 
rather than the stated purpose of placing Chen on an equal footing. 
He will first explain this view In the context of the House bill as 
a whole and we will then discuss those particular defects which w« 
consider to be the oost serious. 
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» Bill !■ «t B 



B«tor« addraaaing tha jnatlflcatlon oftared for tlM Bona* 
bill, wa with to auggaat that thia bill la at baat prwHitiira. Its 
Miaentlal faaturea apply reatrlctlona to foraign banka, whlcb b^t 
becooe unnacaaaary dependtog on the reaulti of doraeatlc bank ra- 
focma under conaldaratlon by Congcaaa, Tha moat iBportant of thaaa 
iaauai are Interatata bcanohlng, aaouxltlaa actlvitlaa, and Haada- 
toiy Haidiarahlp in tha Fadaral Raaarve Syatan. 

If this Subcomoittee sharaa th« gcowing Intaraat in raduoin^i 
or at laaat chacking, the expanding coat to the publlo of tha 
tendency of ragulatocy activity to spawn additional ragnlatlon, pro- 
liferating paperwork and adainiatcative burdens to ragnlators and 
ragulated alike, the Houaa bill should be vieirad with caution. Tha 
temptation to liqpoa* on State organiied foreign banking operationa 
a suparatructura of new Fadaral rsgulatlona, rather than to idantlQ 
and correct any specific deficiencies of exlatlng low, has had little 
apparent EeaiBtBiice in the Bouse. If tha dosMattc banking Induatry 
la subject to a 'patchwork* {to uaa Governor Mitcbell's word) of 
burdanaoBa regulation, corrective bank refora lagialation aay parii^a 
be need*d. But refoming this diversity of regulatory txaataent 
should not begin with the in^wsiticMi of new and unneoeasary regula- 
tory burdena on foreign banka, aarely bpcauae it la politically tha 
path of least raaiatance. Attention should first be given to za- 
ducing or equaliaing regulatory burdens on dCBMstio banks aod pariiapa 
also on their nondepository donaatic coKpatitors. 
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.The Inatitute'i coanBnta In yoor Janoaxy hearing r«cord addraas- 
ing thla Subcoomilttaa'i Intaraatlng two-page outline of a poasibla re- 
aponae to tha Fed bill anggasta that a propoaal stripped down to demon- 
strated needa for change could be scconpliahed without legislation at 
this tioa. Our anggeatioD was that thia CoBDittea isatie a report urging 
th« PRfi, th« FDIC and thoa* key Stat* bank supervisor! who regulate 
foreign banks to undertake stapa to aatiafy any essential requirements 
of Federal banking policy by tqprovcd coordination. Ha nndsratand that 
soae State bank at^arviaora are aXraady giving attention to the poaai- 
bllity of taking the initiative to improve Federal-State cooperation 
In foreign bonk regulation. This Subcommittee should have tha oppor- 
tunity to know more about thia potential before reconaaending « bill. 

The Federal Reserve Board's reasons for urgency, expressed last 
January, have not matarlallted. Pocelgii banks have not been rushing 
into the Dnited States In anticipation of new legislative restrictions 
during the several years since tha federal Reserve Board nade its 
propoaal. The spread of international banking has merely kept pace 
with world needs. The several financial centers in the United States, 
in coiq>etition with foreign financial centers, have fortunately con- 
tinued to attract their share of expanding intemBtional banking. But 
there haa been no abnormal influx, with the ppsaible exception of the 
not unexpected response to Chicago's auccessful two-year preaiotion of 
its downtown Loop area for single wholesale branches of foreign banks. 

Finally, legislation should await the results of your Canaaittee's 
staff study of multinational banking iriiich your recent Coamiittee Report 
deacrlbea as addresalng laaues some of which are the key issues of the 
House bill and others are highly relevant to the House bill but are not 
addressed therein. 
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2. Support 1» IiKcfclnti 

The success of this complex bill on th* floor of ths House 
appears to have bean largely bssed on representations by its 
sponsors that the bill reflected a wide consensus following ex- 
tensive discussion and negotiation among those concerned. Even 
so, the )cey multi-state branching provision narrowly escaped 
emasculation by the Stephens amendment in the Bouse. He think It 
Important that this consensus misconception not be carried over 
to these hearings. This is not a bill of consensu* but one of 
controversy, and the controversy is not limited to the normal 
differences between regulators and tbose regulated. 

Your Subcomiittee * s printed January hearing record (trtilch 
we will cite as 'Senate Tr. *) is the most concise and cnc>re- 
hensive source on ths subject of foreign bank regulation which has 
yet to appear. This excellent tool provides under one cover badly 
needed education on this subject, which we hope will have continuing 
attention tTtm those interested in the subject both here and abroad. 
This record reveals the attitude of bank regulators and bank associ- 
ations toward those issues irtiich the Fed bill and the Bouse bill have 



(a) lla»>datorv Federal Deposit Insurance 

The State supervisors repeatedly say that it ahonld 
be optional. 
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rolC oppoaaA Mandatory Federal daposlt inauraiitw 
aa nnnacaaaary bacausa of th« wfaoleaale knd Inter- 
national nature of the bualnaaa of foreign bank 
branches. Hr. HIIIs'b atatement went on to aay 
(Senata Tr. p. 250} i 

*M«, therefore, believe that, if existing law 
stays as it is for domestic hanXs, both Federal 
Reserve membership and Federal deposit insurance 
should be made available to foreign banXs' 

And that if a foreign bank wishes to qualify for 
Federal deposit insurance, it continue to be re- 
quired, as at present, to establish a aaparately 
Incorporated domectic anbaldiary.' 

If, as indicated, in the Bouae bill aurety bonda or 
asset pledge* are a subatitutlon for unworicable Federal 
deposit Insurance, they are presumably also unnecessary 
and discriminatory. 

PRE, through Governor Mitchell, revealed less than 
•nthusiam for mandatory Federal deposit insurance when 
he teatlfled (Senate Tt. p. 35): 

* . . . The greateat Insurance against liability 
problems with branches ani^ agencies is In admittance 
stand*rds . . So I think that the insurance laaue 
perhapa has absorbed more attention than It ought to 
... I see no objection to branches being insured. * 



The Treasury Department's writ- 
Tr. p. 232) opposed mandatory Federal deposit insurance 
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. aa dlacriminatoiy and warned tbat ttM aurcty dapoalt 
appEoach (latar a^aaxing in the Houaa bill] ahould 
not *placa dlacclMinatorily burdanaona obllgationa* 
on foralgn bank branchaa. 

[b) Mandatory gedarnl Beaerve Retiulrenanta and Othar 
Syatea Ragulationa 

?DIC taa« oppoaad giaiidatory SyitamDaabarshlp aa 
discriBlnatory (aea abova quote) . 

The Treaaury Dapartaant hea objected in two lettara 
to the St Germain Subcoonittee , dated April 30 and Hay 
ID I to the authority given in the House bill to the 
Federal Raaerve Board to diacriminate againat foreign 
banka In the manner In trtilcb it l^>oaeB raaerv* requlza- 

The State bank auperviaora have repeatedly oppoaad 
both mandatory memberahip in the federal Reaerve Syatem 
and the nora limited mondatocy Federal reaerve require- 

[c) Multi-State Branching 

FDIC , while explicitly approving tha prohibition of futnx* 
nonbanklng activities, withheld support for tha multi-atata 
branching restrictions on foreign bank branchaa by making 
no en— nn t (Senate Tr. 251). 



3,Goog[e 



Th« CowptrollT of thm Cnrr«ncv «dvlMd your Snb- 
cnailtt— to rttsolva do— tie intaratate braacblog 
policy bafora lagial*ting naw foraign bank raatrlctimu 
(Sanata Tr. p. 306). Bia t»»ti»oa^ on tha Bouaa aida 
•xplalna non fully hia Taaaaaa tHonM Tr. p. 2419) i 

*X would hat* to saa na fraaia In place that 
pxocaaa at. this time In only New York, Chicago, 
and San Pranciaco. These are fine cities, but 
thara «ra also soiae other American cities whloh 
•xa aspiring to become strong centers of inter- 
national trade and comnierce. And that objective, 
I think. Is strengthened by the presence of major 
international banking institutions. I think we 
vould be doing a dlaaervice to aome of our awn 
American communltieH it we moved too hastily and 
too abruptly with thia particular lagialative 
undertaking.* 

Tha Stata anparvlaora' opposition to tha Housa bill 
has baaa partioDlarly vigorous on tha aulti-atat* branch- 
ing iasue. 

(d) fedaral Screening 

Tha Traaaury Dapartnant , in tha tm Bbov*-iMntion«d 
lattars to Hr. St Garaain, oppoaad tba acraanlng pro- 
viliODS of the Honaa bill on tha grounds of coflfllet with 
tha ^an-door policy of tha tinited Statas toward* foreign 

Tba Stata snparvisocs opposed Federal screening as an 
erosion of tha dual banking aystam. 
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(al Grandtatharlnq 

PRB , PDIC and Tr«Mury all strongly soKwrt 
nnrastzictAd grandfathsrlng with respect to aultl- 
Btate branching and nonbanJcing aotivltias, including 
•acuritiea effiliatlona. In contrast to the restricted 
grandfathering of the Bouae bill. 

7roa th« foregoing rundown of tbe v1<ms of bank regulator* , it 
appear* that the federal Rassrva Board stood alone in aopporting with- 
out reservation the Bouse bill at the time of its passage (although 
we presume it prefers its own bill) . Onder either the Fed or House 
bill, FRB jurisdiction is sharply expanded to give it tbe doainant 
role in regulating foreign bank activities in the Dnitad State*. 

Looking now at the banking industry, the two groups aost di- 
rectly affected oppose both the House and Senate bills as u 
sary and discriminatory. They are the Institute of Foreign B 
representing noat of the foralgn bank office* In the Onited States, 
and the New York Clearing House Association, reprasenting 11 large 
international domastlc banks, which account for Bost of the overseas 
bonking Investment* of United States banks, and which oa^>rise Boat 
of tha doaestic conqtetitlon for foreign banks, niese banks are the 
■ajor coo^etitors because Hew York City is the Major oentac of 
activity for most of those foreign and domestic banks which are eon- 
dooting a large and active international and wholsaale banking buei- 
neas. It is for this reason that the Haw York Clearing Bouse banks 
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ara the aleraant of tha doaaitlc banking industry seat aanaltiT* 
to tha potantlal fox tha Honaa bill to npaat tha •tebilltj' of tha 
voEldwtda ragulatory clltMta for IntarnatloDal banking. 

Tha only othar banking asaoatation autfiolantly intaraated 
to hav« pceaentad a position to your Sobooaolttae la tha Bankara 
AsBociatitm fox Foralgn Trad* which baa offarsd tha only avidanoe 
of conoarn by donaatic banka about paaalbla adTantagas of foralgn 
bank*. 

Tb* UFT position endorsed the prlnciplaa of aqual treatment 
In the Fed bill and the featurea trtilch purport to equallte, namelyi 
nnilti-state branching reatrictiona and nonbanking activities re- 
strictions. BAFT opposed aoaia key faaturas of the Fad bill, nanaly. 
mandatory membership In tha Federal Reserve System, including 
mandatory Federal reserve requlrenants , and mandatary Federal de- 
posit loauranca on tha groonda that aach of these faaturaa dlacriml- 
nate againat foreign banka (Senate Tr. pp. 449, 4SD] . Ha believe 
that this logically translates Into opposition to Saotion 61 Section 
T(a) and Section 7(d) which ara tha House bill counterparts. Mr. 
Smith of BAFT testified that there are no abuses raqniring legisla- 
tiva correction by foreign banks or by their atfillataa (Sonata Tr. 
442). Mr. Volfe taatified for BAFT before tha House Suboaaiittaa 
(House Tr. p. 1BB2) that thsra was not 'one example' of 'unfair 
competition . . . If we felt there is tough competition that we 
could not meet ... we would aay we ware being discriminated against 
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. . . we ara iwt. ■ Mz. Salth also tMtif lad that BUT bad a 
'difficult tlina gattlng a oonaanau* on tha n«ad Car laglalatioB^ 
(Sanata Tt. p. 439). 

We concluda that tha nala antbualAta for tha Bouaa bill 
darivas Koatly from ■ natural, lotaraat In proditaing a prodoot 
eftar tha axtanaiva work dona by tha 6t Garaala liilii uml I I ii> on 
Its ambitious FIHB atudy and aazltar by tba Nitohall taak fore* of 
tha radaral Raaarva Board on international banking. Tha banka 
aftaotad by tha bill and the bank ragulatora ara aithar nagativa 
or B^xad and a long way frco any conaanaua for sivport of tha 
sajor faaturaa of tha Bouae bill. 

3. Mnlti-atata Branching 

Hultl-stata braDOhing ia tha thzeahhold laana without which 
foreign bank lagialation would not have gottan atartad. tbm Honaa 
bill glvaa aqual treauaant aaang banka priority ovar aqoal tcaat- 
nant anong citlaa oonpatlng for tha buslDass which darivaa fro* 
international fina n cial oantar atatoa. It would iMpoa* ■ raOaval 
prohlbitian to block atfectivaly efforts to attract foreign bank 
branchaa to Many l^ortant citlaa. The only justification, the 
protection of eospatlng doanBtic banka, doaa not atand np. 

The recent success of Chicago in attracting aevecal doian 
foreign bank branches in about two years could not have occurred 
under the Bouae or Pad bill. Haw foreign bank actlvitias In tha O.S, 
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woDld_trad'to_b*_<»iiMnU«tad la^tha ■■ gra l lagg« >t n on^y canfr cltias 
ta~th* dat rlaant bt otliw: g rowft g' Cliiknci Jil cwitari'r''^^^^* next daoade 
Miami, Baaatah', Bo>to n," A tlinta, Phlladalpbia, Saattl«."Hliui*«c>alia, Maw 
Orlaons and Many othar laadlng dtiaa nay dacida to attract foralgn 
banJca In an affort to stlaulata Intamatlonal financa and ccoaarca. 

Thara ara' no public policy gcounda on whlc£^ the Federal 
goTaminant should block aoch forward-looking and constructive civic 
and aconoaiic aapirationa. On the contrary, existing Federal law 
(Section 3(d) of the Bank Holding Coaq^any Aot) enable* ai^ State, 
•xpllcitly by Btatntai to adalt •obsldlary bank* owned by out-of- 
*tat* bank*, irttather foreign or doaeetic. It has been Federal policy 
to discourage antlcoa^etltlvv geographlo restraints on cocgaerce of 
all kinda and to raapeet States' righta to datemine vrtiether to admit 
out-of-state banka. 

Significant auiltl-state branching by foreign banks is largely 
the result of Chicago opening iv to foreign banks, nany of which were 
already branching in Hew York and San Francisco. Illinois concluded, 
after carefully studying experience In other States, that foreign 
banks could ntoat affectively be attracted to Chicago In the f om of . 
branches. The controversial issue of retail branch banking was 
avoided by limiting foreign banks to a single site in downtown Chicago. 
The result has been no controversy with the Illinois banking c^b- 
munlty and a boost to international cooaerce and finano* In Chicago. 
Should this have been prevented by Federal law? If not, it la diffi- 
cult to Justify denial of a coEparable opportunity to other cities. 
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which B>y in tha futuxa have aiBilar prograsaiv* plaas> if and 
lAan tha lam at thair Statas ara amandad to perait ■ootk antxy. 
This bill vould bring about an artificial concantration of naw 
foraign banking in Haw York City> tha dominant D. S. Monay eant*r 
and logical *ho«a Stat** choic* for Moat foraign bank*, and woold 
lock in tha praaminant poaition* of California and Illlnola aa wall, 
becausa many larga foraign banks ara alraady thara. It is intaraat- 
in9 that thaaa banaficiary Stataa do not aaak and vigoroualy oppoaa 
any auch prafaxrad poaitlona baatowad by Fvdaral intarvwntion. 

Tha January haaeing racord aatabliahaa that larga donastic 
banka ara far aora actlva, by any count, in intarstata «rtiol«sal« 
banking than ara foraign bank branch**. In coiqiariaon with foraiga 
banka, thaaa larg* 0, S. banka hava about 25 tin** tb* natt*r of 
locations outaida thair home State in about 10 tines tba Quab«r of 
States, (leitber group of banks do any appreciabl* intaratat* retail 
deposit banking ontaida their hoaie State.* Foreign bank multi-state 
branching, priMarily in the wholesale banking narketa of daw York 
and Illtnoia, constitutaa the belated catching- uo^ith large ddnsittc^ 
coqwtitara idiich ara active wherever the money markets take them, 
at home and abroad. 



VtM axcaptiwia ar* aabgdH Uilgs' gran dfathered u nd*r_th*-BatA __ , 

- - - - ■ -'- julj"be Insured rataiL^nki. .Thaca la 

"■ 1 £han g Boaestic ^ank a. 
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4. r«dT«il«*tloB 

Padsr a Illation of foxalgn bank ragulation undar tha Houae 
bill takaa many fonaa and can only ba appcaclatad in their cumula- 
tiv« Inpact which ovarwhalBB and duplicates axiatlng State regulation. 

(al ns Regulations 

The 7RB would ba eapowerad to iapoaa all of tb* 
divarae regulations of tha Fadalal Reserve Systea, 
not juat tha reserve Eequirements, on DOnnasibar foreign 
bank branches and agencies. It would alao be ai^KnraEed 
to ii^oaa apacial reserve requlreaents on auch banks, 
which could ba diacrlHinatory in that tha aama raatric- 
tiona n«ad not ba ijqiosad on doaastic banka. Ho expla- 
nation haa been given aa to how thla broad authority 
would ba used. 

(b) FDIC Bonds and Pledges 

Daaplte the repeated statements of tha Federal 
Deposit Inaoranca Corporation that the business of 
foreign bank branches and aganciaa would not require 
the type of depositor protection conte^latad by tha 
Federal Deposit Insurance Act, FDIC would be eoBfwllad 
to administer a novel and diacriminatory program of 
aucety bonds and pledges as a aubatitate for deposit 
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inauronca. Wa know nothing of tlia financial and 
adninlatCBtiT* costs Involvad baoaiua tha FDIC haa 
yet to ba aakad to axplala bow tb«y would uaa thia 
broad authority. 

tc) Th* Fedaral Optlona 

The Co^trollar of tb* Curreoey la rsgnlrad by 
Section 4 of the bill to license foreign bank branches 
and aganciaa under regulations derlTed from the National 
Bank Act, which are designed for corporations, not bxsaobas. 
The resulting as yet unknown coaplications Bay ba vary 
ii^ottaint, because this bill Imposes so much mandatory 
Federal regulation that foreign banks may well be driven 
to withdraw from State regulations as the only way to 
avoid burdensaoe duplication by 'voluntarily* convert- 
ing to Federal branches or agencies. 

(d) Federal Screening 

The Federal Deserre Board is suthoriied to screen ell 
applications to State agenclen by foreign benks to estab- 
lish branches, agencies or 'connerclal lending eoiy antes', 
with power to veto under very broad criteria. 

(e) FDIA Cease and Desist Orders 

The Federal Deposit Insurance Act powers to order 
FDIC member banks to cease and dssist illegal, unsafe or 
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unsound actlvltiam are aada a^lleable to foreign bank 
branchas, nganciaa and 'co^aarclal lending coivanla>' 
orgajiitad ondar Stat* lav and aubjact to State ragala- 
tlon, which la being ovaela^ed. 

Ha believe the ccnbined reault la total and indlaerlminate 
Fedarali cation of foreign bank regulation. Equal treetment and 
monetery policy, the only eoncrata juatificationa offered for both 
the Fed and Bona* billa, are l«ft far behind. Fedaralltatlm of 
the regulation of Stat* chartered and licensed banking opacationa 
of foreign banka la praawiably propoaad on the aaauBptlon that Raw 
Vork, California and Illinoie cannot do the job as well as the 
several Federal agencies. But not one lota of specific aridence 
has been offered on the inadequacy of State regulation which would 
be duplicated by the proposed new structure of Federal regulation.* 

5. Equal Treatment 

The juatification of equal treatMsnt, without which this 
legialation could not have gotten off the ground, doaa not stand 
close scrutiny. Dcmeatic bank regulations are Inherently diverse 



• On the contrary, the Treasury Departaent, by letter dated April 
27, 1976, to Chairman Kclntyre, commented *Our endorsement of a 
Federal role over D. 5. affiliates of foreign banks should not be 
read to Imply that State regulation is Inadequate." (Senate Tr. 23* 
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knd unsqual in their ■pplicatioa to dlff«r*nt ol»aatts of dotMStic 

banks. TO graft onto tbla •y*t«i pnra cqaal t 

foreign and deoMttie bank* without alao aqoaLixing tba t 

of various classsB of dcaestic banJw Is lapoaalbl* - it Bexalr 

rashufflea tha inequality. This diversity is not called nnfair 

ccMipetltion as between dosMStie bankyi to do so in the case of 

foreign banks shorn a bias against foreignness. 

The bill attaint* to oae > aisa diatinetiMi to orereoBe the 
obvloua discrimination of i^osing on foreign banks Federal regu- 
lations to which dMMStlc banks are subjected Mily at their eleo- 
tion. The logic falls for two reasons, rixsti wblle the large 
domestic bonks may all b« neidMrs of the Federal Reserve Systaa, 
this is their choice and tlwy can withdraw lAenever tha benefits 
are outweighed by the burdens. Second, foreign bank branohes, . 
agencies and investment companies are separate operating entities 
irtiich Dust succeed Independently of the horns office or eventually 
be phased out as unprofitable investments. Thus, if slie Is rele- 
vant, realistic comparisons with dcnwstic banks should be mode with 
the n. S. operations and should not include the overseas operations, 
vftilchr incidentally, are already subject to foreign reserve require- 
ments and other foreign regulations. Finally, there is no precedent 
in n. S. banking law for discrimination based on sis«. It is a poor 
way to legislate and should not be Initiated without deeper inveeti-. - 
gation of its significenoe. 
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6. Monetary Policy 

Th* only •pacific naed alleged in the hearinga for a greater 
Federal role in foreign bank regulation* has been to strengthen the 
FRB capability to administer aonetary policy. This seed has been 
merely asserted as self-evident, without factual support or argu- 
nentotion about the Monetary quantities involved or about the 
controversial question of the value of ceaerve requirements in 
controlling the money supply. The hearings produced l^ressive 
professional opinion that Federal reserve requlranents imposed on 
foreign banks in the U. S. would do little to further the adninl- 
stration of n. S. monetary policy. Any requirement* which can be 
supported could readily be met through cooperation with the few 
States which regulate foreign banka. 



;e, the record is clear that foreign banks then- 
selves have without ejiceptiao provided excellent cooperation with 
the requests of the Federal Reserve Board for voluntary compliance 
with FBB requireoients and the furnishing of data requested by PRS 
for monetary policy purposes. Voluntary compliance is an accepted 
FRB tool Of regulation which ha* worked on both domestic and foreign 
banks. FRB has not explained why it is not adequate to meet the 
purposes of its proposed legislation. 

Even if monetary policy required new legislative authority to 
enable the Federal Reserve Board to regulate the reserves of U.S. 
office* of foreign banka, this would hardly justify the e 
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thla bllli which would Buthorlia th* *ubatanclal •qulvalcnt of 
Bandatory mudMrship In the Federal Reserve Systcai along with Its 
attendant wide range of bank ragulationa other than resarv* reqnir*- 



7. Additional Serlooa Detecte la Bouse Bill 

(a) Section 2 - national Banka 

As an Indication of how aarloualy the Hoiiae takes the equal 
treatment banner which file* over Its bill. Section 2 would refoni 
the National Bank Act dl ■crimination against foreign dliectora of 
national bank subaidlarlea by perp«tuating the discrimination In a 
■lightly less ssvsrs form. Instead of prohibiting all foreign 
dlrectorsr foraign banks would be allowed to hav* its nationals 
cooprislng lass than half of the Board. Th* problcn of assoring 
control of the subsidiary is not solved by requiring a majority of 
the Board to be cltliens of a comitry other than that of the parent, 
ne objective of encouraging use of national bank sobsidlarles is 
not well served. 

(b) Section 4 - Federal Branches and Acsncles 

S*ction 4(d) says that Federal agencies could not accept aiqr 
deposits, not even foreign deposits. In contraat. Section 1(a) 
defines on agency as an office which may not accept deposits from 
a. S. citizens or residents, but permits forsign deposits. If it is 
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Intendad to glva tocalgn twnka a cholca batman « Fadaxal afancy 
and tha California typa of agency whloh can aooapt only focaign 
dapoaita, Saction 4(d} dafaata that purpoaa. 

(ol Sactlon S(a| - Multl-stata Branchlncr 

Apart fron raaaona praaanted aacllar Bgaiost danylng aoeaaa 
to foraign banking by tha fav financial oantar Stataa, it abould 
ba pointad out that Sactlon 5<a) a^llcitly appllas conflicting 
policies to bcaochea and autiBidiBriaa. Subaidiaxles of foreign 
banka raMaln covarad by tba aoat raoant aqpraaaion of axiating 
Fadaral policy on this aubjact, naaaiy, section 3(d) of tlM Bank 
Holding Coipany Aot, whioh parKits banking in aUitaa other than 
the home State If the aecond State ao pamlta by atatnta a^licltly. 
Branches are unconditionally prohibited in aeoondary State* vulaaa 
Federal law ia anended. The deference to States' rl^ta in Section 
3(d), while putting the States to sooe trouble, makes aera aense 
than the Bouse bill's perei^tory Federal prohibition applicable to 



(d) Section 51c) - Hoae State 

nia datermination of the 'bona State' beyond which branching 
ia prohibited appears on the surface to be the choice of the foreign 
hank. There are at leaat two unnecessary catches In Section 5(c). 
First, the FRB can overrule the choice. Second, the aost liq>ortant 
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state for mon* banka, notBblf aonn Japanssa banka, la tha location 
of thair agency. I«t a second State In irtilch they sight have a 
calatlvely smaller branching operation Mould becone the haa« Stat*. 
even though the first State nay be preferred. So reaaon has been 
suggastad for falling to giva a foreign bank a full and free choice 
of a hoBe StatBi based on Ita own judgaent of the location of Che 
noat Intaraating banking narkats. 

(e) Section 6 - Bonda and Pledttea 

Surety bonds and aaaat pladgaa are a dlacrlmlnatory aubatltnt* 
for mandatory Federal dapoalt Insuranea, iriiloh la alao dl a originator;. 
Section 6 waa sold in the Houaa on the atrange theory that the b«n*- 
flts of Inauranca should remain confined to FDIC menbers, but the 
cost should be equaliied by Imposing special costly burdens on 
foreign bank branches. If the purpose is depositor protection (which 
FDIC says la not needed) , Section 6 ahould" at least avoid di^lication 
with other Federal and State laws and regulationa which era daslgnad 
to protect depositors by assuring the avatlabllity of aaaets. With- 
out taking time to catalogue these lawa. It aeems obvious to us that 
the discretion already granted FDIC by Section 6 could uaafully be 
extended to allow fdic to ravlait existing law and add new requlrw 
nents only ifi and to the extent thati the bualness of foreign bank 
branches appear to require additional depositor protection, taking 
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BccouDt of tha adequacy of uciating law. It would, of oouraa, mak* 
better aense to aak FDIC to atudy the queatlon of need and -to propoae 
leglalatlon If, and only If, a need not net by exiatlng law la Identi- 
fied. The preeiae neture of tba proposal could then be ei^oaed for 
public conaant. It ia not poasibl* to anticipate the i^act of the 
vague authority in Section 6 of the Hous« bill. 

(f) Section 7 - Federal Reaetve Act RcquiremenEs 

Section 7 ia beet juetlfled solely by federal monetary policy 
requlraBenta . Although many disagree with that justification. It 
is better than the notion that nonmenberstiip in the Syatam la unfair 
competition. If the purpose is limited to aKtnatazy policy, the 
PRa authority in Section 7(d) to apply BMty and diverse regulatory 
restrictions in addition to reserve requirements, which make Section 
7 tantamount to mandatory System msnberahlp, would be deleted. 
Likewise, the unnecessary PKB power in Section T(e} to veto appli- 
cations for State licenses of branches and agencies and State 
charters for cananerclal lending companies would be dropped. To avoid 
compounding the discriminatory results of mandating Federal reserve 
requirements, the FRS authority should be curtailed so that reserve 
ratios on foreign bank operations could not be higher than for domestic 
banks and so that reaerves could not be required for types of foreign 
bank transactions which are not applied to coi^arable dmsstic baitk 
transaction*. The most likely eicaaples of the latter are the appli- 
cation of reserve requirements to credit balances and advances from 
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foralgn bona offlcaa, which PRB haa und«r actidy> th* raaolta of 
Mhlch hsTa yat to ba revaalad. 

<g) auction 7 Covaraqa of Aganolaa and Co— arol al Landtpg co^ganlaa 

Fadarel Kaaerra raquireBanta ara not applied to nondapoaltory 
doacstlc Institution* and thslr application to nondapoaltoEy ag«nal«* 
and ofjMdrelal lending conpaniaa would, thareforo, be diacrlnlnatory. 
The objective of Federal control of the aK>vamant of foreign funds in 
and out of Um United States oanaot be significantly nat, a> the 
Bouse Banking &ubeaaad,ttee has assumed, through reserves loosed on 
agency funds, because such funds are subject to the aaJM eceaoBie 
Influences <costs and earning power) «s are far larger funds i>hlch 
■ove internationally through a wide choice of banking and nonbank- 
ing ehannals other than aganclaa. 

CoaBwrclal lending copqianles are, according to the Bouaa 
report on the bill. Intended to neon invastment ccofianieB foxned 
under Article II of the New lork Banking Laws and nothing else (the 
definition in Section 1 Is leas clear] . There are aora Article 12 
inveatnant cmi^anlas owned ^ domaatlc aharaholders than by foreign 
shazeholdarar Section 7 blatantly discriadnatea between thea on the 
baaia of nationality of sbareholdera , which la frankly conceded hy 
the FRB (sea Senate Tr. p. 5i 'The Board was also concamed that aan 
attaint to cover only the few foreign-owned co^aniea would be 
regarded as dlacrlminatory by foralgn authorities*}. ?urthemara, 
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Invastmant coapuilas >r« avan fnrtbar raBov*d frea banlcing in tiM 
luual aansa than aca aganciaa and «ra boc* ccBC>axablB to doaaatlc 
DODbaoklng flnancl«l inatltntlena irhich aza not axAjact to xaaarva 
ra^uirananta. Balng incorpozated tbay aca not convanlant v^lcl**! 
a* aganelaa aza aald to b*, for Moving funda In and out of tha 
U.S. Tha Bouaa raport and ClooE dabat* do not anplalD tha puzpoaa 
in sxtondLng the Bouaa bill oraz i iiimhii i 1 1\ lending ooBpaniaa. Na 
bellave that Chay wars arronaoualy aBBOciated with aganoia* aarly 
in tha devaloEoant of tha Housa bill. It ia not in tha Fed bill. 
It ai^ly adda on* box* unnacaaaary diaoziminatiOD. 

Tba application of Section 7 to aganciea and coanazcial 
landing co^aniea owned by foraign bank* raiaaa unanawazabla 
quaationa of equal treatment with doaeatic financial organlzationB 
lAlch have a far greater inipact on the supply of aonay and credit 
in the a. 8. 

th) Section 8 - Nonbanking 

Kb we have been saying to yonr SubcoMiitt**, tha problan of 
aecurltiea affiliates does not juatify Section 8 becauae the issue 
belongs in other hearings giving broader considazation to GIbbb- 
Steagall policy. If It is decided that legialation is Justified, 
after hearing fro& those affected, th* Glasa-SteBgall Act should be 
amended with full grandfather exemptions for eiciatlng activltiea. 
This approach avoids the Involvenent of the Federal Govemiient in 



3,Goog[e 



difficult extratarrltorial ragulatloD at foraign bank holdinga 
of foreign induatrlal and trading eonpanlas which Ineidantally 
engaga in ecawerca with tha 0. S. Such holdinga ara not only 
pacmi-ctad but ara aasanelal to auecaaafnl ccaipatition in aany 
foreign countriaa. If, howarar. Section 8[al la to aorrlTe, it 
ahould be ootad that ita grandfather traatnant is diaeciadjiatary 
in two raapaota aa co^arad to that which tha 1970 Bank Holding 
Coa^any Act araaodaanta provided for domeatie banka. Firat, tbara 
la a dawaging restriction on the right of grandfathered aecnrity 
aftiliatea to diatributa emniritlea in the V. S. Saeond. If FSB 
elects by order to terminate grandfather atatua, the Houae bill 
givaa only 2 years to divest the prohibited holding or caasa tha 
activity, rather than tha 10 year* granted dOMestlc banka under 
tha Bank Bolding Co^any Act. Sob* foreign banka and their 
aacurltles affiliates are particularly concamad about the unfalr- 
neaa of the first diacrlBination and will, we onderatand, azplalR 
thia position mora fully. 

(i) Section 8 - Grandfather Data 

The December 3, 1974 grandfather date predates any reaaon- 
able notice that Congraaa Is likely to legialate. The Houae bill 
borrowa this date frea tba Senate bill which raflacta the PRS pra- 
occnpation with Its am decialon to request legislation, niar* was 
no Indication at that tim* a* to whether Congreaa would aran hold 
haaringa. The Houae bill uses May 1, 1976i tha approximate time 



3,Goog[e 



the Banking Subcoindttaa dacidad to raport out a bill> as tha data 
of reaaonabla notlca of prospactlva lagiilatlon for purposas of 
grsndfatheclng brtuich locations in Saetion S. Thara is no appsrant 
reason for different dataa of pxasuBptiv* notio*. There has bean no-. 
rush of foreign banks to locate branches Id secondary Statas (tha 
Chicago branches were in response to effective local proaotion) or 
to affiliate with securities fims betttaen the two dates. If your 
CoBDnittea decides to report out a bill in this Congress or the next, 
and it has given no indication to date of any such intention, tha 
grandfather date should ba no earlier than tha approximate tins of 
publication of that bill. Whatever date is us«d for multi-state 
branching must realistically be applied to nonbanking activities. 

(j) Section 10 - Registration of Representative Offices 

The House record is devoid of eny justification tor Federal 
involvement with foreign bank representative offices. Registration 
means paperwork. A need should at least be articulated. As these 
offices do not engage in banking, and as registration to do business 
is traditionally • State and not a Federal responsibility, it would 
be difficult to establish a Federal requirement for such registra- 

(k) Saetion 11 - Cease and Desist Orders 

Here again, the House record ia devoid of any explanation for 
imposing FDIC powers to atop unsafe and unsound banking practices 
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by baokiag orcranitation* which ar« lieaii*«d or chartarad by 
Stata aupervlBOEa, who carxy prlaary reaponalblllty Cor prar an tlpg 
unaafa and unsound practices. Tha enmalatlva afCoot oC dqplleatoty 
Fadaral ragulatlon of foralgn bank oparatlona organitad vndor and 
ragalatad by stata law characterliaa fche entire Houaa bill. 

8. Cone Ina ion 

Iba concluaion ia ineacapable that squal traatBeat has baan 
tha rhatorlc carrying thla laglalatlon aa far aa it haa ccaa but 
that tha raal thruat of th* legislation la federaliiation of that 
part of the dual banking aystem lAich reaches foreign bank actlvl- 
tiea. 

Con^iatitlve adTantages, iriiich the domeatlc banking Industry 
has not felt and doss not coo^lain of, are used to front-mn an 
aicpansion of Federal Reserve Board jurisdiction which has split tha 
Federal agencies on key iaauea and genaratad strong opposition both 
from those State bank auparvisors actively engaged in regulatlsg 
foralgn banks and froa others who object to being dented the oppor- 
tunity to attract foreign banks If and trtten such a wova saana desir- 
able. 

The Houae bill makea Federal banking law aa fully applicable 
aa possible to foreign banks irtille atteofiting to avoid tha appearance 
of eroding the dual banking system and of denying to foreign banks 
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the choice of Faderal or State regulation anjoyed by domestic 
banka. The reault ia a pomrful Incentive foe foreign banka to 
abandon State lieenaea and convert to total Federal regulation in 
order to avoid tba burden of overlapping Federal and State regu- 
lation. If the trend of the tiaes ia to preaerva the ABCctcan 
ayatsn of restrainta on the power of central govemment and to 
alov down the expanaion of Federal pover in recent decades, it 
would appear that this bill bucka that trend. It does so witbout 
identification of specific cffaetting public beneflta and witbout 
any clearly defined juetlficatlon. 
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Smaw. PiTTMAN. Potts & Tri 



Honorable Thomas ^ 



August 27, 1976 



Washington, D. C. 
Dear Mr. Chairman; 

On behalf of 

pean-ftroerican on a single narrow' issue raised by HR 13876, 

holding hearings on August 31. It would be appreciated if the 
members of the Subcommittee would give consideration to this 
statement, and it is respectfully requested that it be included 
in the hearings record. 



Respectfully yours. 



"StelJart L. Pittman 
Counsel for 
. Henry Schroder Banking 

jrope an -American Banking 
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The House-passed International Bankinc| Act, 
HR 13876, includes investment cop^anies within its coverage, 
apparently applying the term "oominercial lending conpany" 
solely to Article XII investment coii?Janies created under 
the Banking Iraw of the State of New York. They engage pri- 
marily in international financial activitlee and are not 
permitted to accept deposits in New York, although they are 
authorised to maintain 'credit balances' incidental to or 
arising out of the exercise of their lawful powers. They 
differ from agencies in that they are domestically Incorporated 
under Hew York law, and their ownership is not limited to 
foreign banks or foreign nationals. 

In fact, although there are today five foreign- 
owned investment companies in Hew York, there are at least 
seven investment companies that are not foreign- owned, nie 
latter include such giants as General Motors Acceptance 
Corporation, CIT Corporation, General Electric Credit 
Corporation and Conmercial Credit Conpany, a subsidiary of 
Control Data Corporation. 

Governor Mitchell and the staff of the Federal 
Reserve System, after a careful analysis of the uni<]ue 
situation of investment conpanies, excluded them from the 
Fed proposal to regulate foreign banks. The i 
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wece [I] that it would be discrirainatory to regulate 
investment conpanies that are fore ign- owned while not 
regulating investment companies that are owned by D,5. 
nationals and (2] that, since at the time there wera only 
three relatively small investment companies doing business 
in New York, the exclusion of such companies would have no 
impact on Federal monetary or bank regulatory policy. As 
the Fed pointed out in its section-by- sect ion analysis of 
its own billt investment companies were excluded "because 
of the limited number involved and becanee of the difficulty 
of distinguishing these Companies on a nondiscriminatory 
basis from the domestically-owned companies that are not 
essentially engaged in' a commercial banking function." 

Since the introduction of the Ped Bill {S 958) , the 
New York state Banking Department authorized the creation of 
two foreign-owned investiient conpanies in addition to the 
three that had been in existence for many years. (In both 
cases, the Department was satisfied that there were special 
legal or business reasons why the investnent company charter 
was appropriate for the particular applicant.) This led to 
some concern that the exclusion of investment companies from 
' the International Banking Act would open a loophole through 
which foreign btmks might escape regulation. However, 
Governor Mitchell suggested that, if this is a real concern. 
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the Bill could be amended so as to exclude from coveracfe 
through "grandfather rights' thoae investment companiBB 
that were in existence and actively engaged in business on 
some date such as December 3, 1974 (the date of introduction 
of the Fed Bill). In view of the fact that all three of the 
original investment companies have been continuously engaged 
in business in Hew York for many decades, and these busi- 
nesses have been built up in reliance upon the regulatory 
structure provided by Article XII of the New York Banking 
I^w, it would seem only fair to give those institutions the 
right to continue their established businesses in accordance 
with the existing regulatory structure. 

Both the Fed and the House Committee have emphasised 
that they are motivated by the desire that foreign banks should 
be regulated on the same basis as domestic banks. The case 
of the foreign-owned investment conpanies Is sul generis in 
that they are separately Incorporated U.S. corporations — not 
foreign corporations or branches or agencies of foreign 
corporations. They are subject to the same laws and regula- 
tions as other U.S. corporations and, therefore, have no 
special advantages which are not available to others . The 
proposed legislation would clearly discriminate between 
foreign and domestically-owned Institutions solely on tha 
basis of the nationality of their owners. 
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By the single device of a sale of the shares of 
a foreign-owned Investment con^any to a United States banic 
or other domestic U.S. corporation, the investment conpany 
in question would no longer be affected by the International 
Banking Act. Therefore, so far as inveatment conpanies are 
concerned, the Bill Is a clear example of according one kind 
of treatment to sn organization owned by foreigners and 
another kind of treatment to the same organization owned 
by U.S. citizens, even though the stated purpose of the 
legislation is to accord nondiscriminatory treatment to foreign 
and domestic banks. 

It appears that the only consequence of covering 
investment companies iv to subject them to the restrictions 
Imposed on member banks contained in Section 7 of the House 
Bill. The application of Federal reserve requirements to 
investment companies seems to serve no Federal policy. The 
purpose of reserve reguirements is to affect the supply of 
money and credit by influencing the availability of funds 
necessary to back up the extension of credit by banks. 
Deposits are not available to investment companies to fund 
loans. Credit balances are restricted by New York State 
law to balances maintained incidentally to or arising out 
of authorized transactions and they must be temporary in 
nature. For these reasons, they are inherently different 
from deposits and, unlike deposits, could not have any 
appreciable impact on monetary policy. Thus, we believe 
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that no apparent purpose is served in subjecting investnent 
companies to Federal reserve requirements, and certainly 
none has been identified Eor subjecting investment companies 
to the many other restrictions on member banks as authorized 
hy Section 7(d) of the House bill. 

Interestingly enough, both European- American 
Banking Corporation and J. Henry Schroder Banking Corporation 
(two of the three active Investment conpanies) , although 
foreign-ovmed, are affiliated with New York State- chartered 
banks that are themselves members of the Federal Reserve 
System. In the case of Schroders, the English parent com- 
panies are all registered as bank holding companies, so that 
the U.S. subsidiaries, including the investment company, 
are already subject to the Bank Holding Con^any Act. In 
the case of European -American, it is not presently subject 
to the Bank Holding Conpany Act but has published notice 
that it wishes to form a docnestic U.S. bank holding oonqpany. 
The third major investment company, French American Banking 
Corporation, is affiliated with a state -chartered bank in 
California. 

Exclusion of investment coinpanles from the Bill 
will not create a loophole any more than permitting U.S. 
nationals to own an Investment conpany creates one. In both 
cases, the institution is subject to the same state regulatimi. 
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If it is the decision of Congress that all state- chartered 
banks and Investment conpanies in the United States should 
be subject to regulation by the Ted, then it would not b* 

discriminatory to include investment companies regardless 
of the nationality of their shareholders. But it is not fair 
or reasonable to single out foreign-owned investment companies 
for special treatment when other types of foreign-owned banks 
are excluded and the same investment con^anies if owned by 
U.S. citizens are excluded. 
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Shaw, Pittman. Pott* & Tbowbridoe 







SaptsBflMr 1, 1976 



Bonoeable Thomas J. Hclntyre 



At tha hsadng o 



respond t 



your guest ior 



inder stood them. 



■ follows: 



1. PDIC on Section* 6 and 7. The PDIC letter of August 
16 1 takes the position that nan^aCory Federal deposit Insurance 
and the substitute bonds and pledges of Section 6 of B.B. 13S76 
are inadvisable, because they discriminate against foreign bank* 
and are unnecessary. It also says that the Section 7 provisions 
subjecting foreign bank offices to the Federal Reserve Act regu- 
lations are discriminatory because System membership Is voluntary 
for large domestic banks. The letter rejects the atten^t to 
reconcile these di serial nations by the application of a siie dis- 
tinction. FDIC goes on to suggest a new idea, which has the en- 
dorsement of the Treasury Department, namely, a modified Section 
6 which would offer a modified form of optional Federal deposit 
insurance for foreign bank branches coupled with 'less onerous* 
bonds and pledges for the protection of FDIC in the event that the 
option is exercised. As evidenced by our statenents to your Sub- 
coiDsittee last January and at tha August 31 hearings, we agree with 
the FDIC views about Section 6 and 7 of the House bill. Ha find the 
new suggestion for optional Insurance to be unobjectionable and con- 
structive. He attach particular significance to the FDIC obser- 
vation that Section 6 may be counterproductive 



3,Goog[e 



EOtail competition with local domcBtic banks. By dlBcours^ln? 
branch oparations tha Houaa bill may coi^ial foreign banka to 
establish aubeidiaries, which largely escape the strictures of 
B. R. 13STG and which Ate the only practical vehicle for foreign 
banka to engage in retail banking in the Dnited States. As ahOM 
in California several years ago, retail competition is contro- 
versial; vt believe there la no significant objection to whole- 
sale competition* 

2. FRB on Section 6. The FRB proposes Mandatory n>IC 
membership, recogniiing tbat Section 6 of the House bill nay not 
achieve its purpose. The FDIC letter of August 2G is persuasive 
against this proposal and offers the only solution so far 
advanced in which the Institute ae«s mecit. 

3. gRB on Section 5 (a 



(a) Secondary States could admit foreign bank 
branches if the domestic state banks of the home State 
of the foreign l>ank are also permitted to establish 
branches in the secondary State This could have 
significance if and when interstate branching compacts 
become a reality and include those States In which 
foreign banks are Interested. It is a potential 
improvement. 

(b) Foreign bank agencies would b* subject to Uw 

grounds that the assets of .agencies aggregate raore Chan 
those of branches Ihe FRB seems Co overlook C0«pl«tely 
the abundant evidence In your record that the larga 
doBBSblc banks with which foreign banks compete have in 
multiple States nondepoaitory banking offices or Sub- 
sidiaries of various types, not merely Edge Act corpo- 
rations. This aggravates the discriminations in the 
House bill. 

There is a thin argunent that foreign bank breaches, which can 

take domestic ideposits have a theoretical advantage over doDestlc 
banks in being able to take deposits in more than one state WO 
have offered evidence that this alleged advantage Is not real, but 
there is no argument whatsoever on either theoretical or practical 
grounds far restricting foreign bank agencies to one State while 
domestic banks are permitted by a combination of Federal and State 
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lawB to eagagm in conparable nondepository wholesale banking 
business in many States. Peraittiiig foreign ownership of Edge 
Act coiporations falla to equalize because of the narrow limits 
to the powers of auch corporations, which have caused doinestlc 
banfcs to use other typ«« of nondepository offices and subBidlarieH. 
In this connection, wa urg* the Subcommittee to examine closely 
into th* lUUUMr In which a large domestic bank is able to generate 
dapoaits in its hone state (say New York) fran national and multi- 
national corporate customers by making loans and providing other 
nondepository services in secondary States (say Texas). The 
practical result is similar to generating deposits in Texas. He 
think that any investigation which penetrates below the super- 
ficial concepts will demonstrate that foreign banks have no com- 
petitive advantage in multi-state branching over the large banks 
with which they compete We also wonder whether the polls taken 
by 6AfT were not responses to philosophical questions about equal 
treatment which could only produce -one answer from domestic 
banks which have not been presented with detailed facta on how 
the large foreign and domestic banks coinpete in many locations 
primarily for wholesale banking business including the deposits 
of multi-national corporations Misconceptions about this issue 
are at th* root of the question as to whether (orelgn bank legia- 
lation is ready for action at thla tiJM. 

*. FRB on Section 7. Regarding Section 7 of the Rouae bill, 

we find it disappointing that the FRB has BtiH -given no indication 
at this late date of how it would use the authority to discriminate 
against foreign banks in Section 7(a) and the authority to apply 
member bank restrictions in Section 7 (d) . flather than giving up 
unheeded authority, the FRB is proposing to expand Section 7 to 
State bank subsidiaries of foreign banks. It -erroneously treats 
branches and subsidiaries as mere differences in form, whereas the 
Bou«e bill more realistically recognlies that foreign bank aub- 
sidiarieB are the same as State banks, except for share ownership 
which is an unsound basis for discrimination The House bill has 
little effect on such subsidiary banks. The FRB does not object 
to the lack of coverage of subsidiaries -in other sections only in 
Section 7, which contains the broad new FedsEal Reserve Board 
powers to which we ob act. For reasons atated in both of your 
hearings, ve believe that Section 7 should be eliminated OC sharply 
curtailed to avoid unnecessary discrimination. Certainly, it 
should not be expanded. 

5. FRB on Section B (al . The proposed FRB anendnant to 
Section S codifies with certain cban^ss the exiating ragnlationa 
iaaued under Section 4(c) (9) of the Bank Holding Coapany Act five 
years ago, applicable to foreign bonk holding caapnnl aa whl^ have 
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subsidiary banks In tjie V. S, In ona raspact, it Is an l^rove- 
■ent over tha Houaa bill (which is intanded Co carry ovac tha 
4<c)(9} axeB^tiona) : it exei^ta foraign nonbank holdings princi- 
pally eiigagad in buainesa outside tha United States, because the 
axamption is available even though there Is control of the non- 
bank holding. However, in at least two other raspacts, it is more 
raatrtctive than tha House bill and tha treatnent oC aubsidiariea 
under the existing ragulatlona: 

(al Otbarwiaa exanpt foreign nonbank holdings 
principally engaged in business outsida the United 
States lose their exei^tion as to activities "closely 
related' to banking as regulated under Section 4(c](B) 
of the Bank Holding COB^any Act. He see no merit in 
being more restrictive on aetivitiea closely related to 
banking than on activities which have nothing to do with 
banking. In either case, the statutory preaunption must 
be that the remoteness of ccsmon foreign ownership pre- 
■entB little problem of competitive advantage or ahuaa 
and that the considerable difficulties in extraterritorial 
regulation should be minimized. Heithsr of these factors 
are changed by the nature of the activity. 

(b) The amendment requires the terns of credits to be 
equal In all respects for affiliated and other borrowers. 
Foreign and dcmastic banks alike must be expected to oppose 
regulation of credit tema, a particularly sensitive area 
of traditional nanaganent prerogative. Which borrowers 
what circumatancea are to be collared for this purpose? 
in the future abuses are identified, the application c' 
Section 106 of the Bank Holding Company Act <the so~ca 
'tie-in* provisions) is better conceived to avoid abv 
in a manner consistent with the equal treatment principle. 

The proposed amendment contains more technical difficulties. 

If this amendment is to be considered In a markup session by the 

Subcommittee, we would appreciate an opportunity to conment on a 
more technical level. 

6 . FRB and Traaaury on Section B (c) . Me concur in the FRB 
and Treasury Department view that, if there ia to be a Section 8 
prohibition on nonbanklng activities, grandfathering should be 
coi^lete and permanent. As pointed out in our statement, we 
disagree that December 3. 1974. is a reasonable notice date and 
that there should be two different grandfather dates in the bill. 
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7. FRB and Treaaury on redecal Screening. tJelchar agency 
appears to support scresnlng, but Treasury strongly oEiposes on 
foreign economic policy grounds. This should mean deleting tha 
veto power in Section 7(e) as well as SecCion 9. In that casai 
the House bill would be improved Jurthannoite. Section 5 (a 
contains standards which are especially important in their appli- 
cation tc Section 7(a) and Section 7(d). These standards would 
impose as equal treatment the regulations applicable to member 
banks and would also ik^aa anything additional (and discrimina- 
tory) vhich might be dswnaj helpful to monetary or national 
policy. However we suspect that the PftS wisheH to retain this 
two'pronged standard. Traaaury-has written to Mr St Oemaln stating 
opposition, with which v agraa, to the power or the FRB to impose 
reserve restrictions under Section T(a) which could discriminate 

by being more onacoua than thosa applisd Co donaatic banka. 

8. The Two House Amendments . The Stephens amendnsnt 
parmita States to"' admit foreign bank branches and agencies avan 
though it is not the foreign bank's "home State". We concur in 
tbl* disposition of the multi-state branching problem and construe 
it to mean that Section S becomes superfluous. The RseB-Hoss 
amendment replaces the Section B<b) period of grace and the Sectloo 
8(C) grandfather exemption for securities affiliates with authority 
for the JRB to resolve the problem in three yeaES and review it 

at three-year intervals While deferring to the securities 
affiliate witnesses who are most directly affected we hava graat 
sympathy ior their comments that they cannot live with an imcartaiii 
future, lAlch aeana to ba aa^urad by thia anandnant. 

9. Equal Treatment. He agree with the iivUcation of your 
quastion about the meaning of equal treatment, nanalyi that it 
hai many meanings which have been applied in a confusing naiuiar. 
Ha believe that any new banking legislation found to ba nacaaaary 
■hould apply equally to foreign and domestic banks. Sxiattng law 
is unequal because of the unique multi-choice nature of tha 
Aaartcan system of bank regulation. Any attempt to legislate 
equality by changing existing law oust deal with reality, not ae£6 
aymnetry and legal concepts. Your record abounds with evidence 
that the totality of regulatory treatment does not provide foreign 
bank offices with a better competitive footing than domeatic 
banks and no such contention has been made. The reality suggests 
the opposite, namely that foreigners can establish banking 
operations in only a feu States which deny them effective access 
to retail deposit husiness -unleHH they incorporate as domestic 
chezter banks. Tha key fact, <rtlich we discuss at pp. 522 and 

533 of the January transcript of your hearings, la tha compara- 
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tiv« coat of funds. This bottoa-lin* factor appaars to ba mora 
tavorabl* to doattatlc banka bacauaa thay hava a atrong baaa in 
ratnil dapoaita, vtaich ara tha lowaat coat aouroa of funda. How- 
aver, tha Inatituta suapacta that lagislation to provida trua 
aquality ia highly unlikaly and that baaic regulatory changaa 
would bring sevoral years of uncertainty to foreign banking in 
tha U. S. ror theae reaaana and othor raaaona in our atataManta, 
we find the bonnec of aqusl traatinent flying over the Bouaa and 
Fed bills to ba llluaory and urga your Subeosanittea to give 
greater waight to tha scanemic conaequencea than the rhetorical 
and legal concepts enccanpaaaed by the phraae 'equal treatment' ■ 



In conclusion, we suggest that your Subcommittee's aeven- 
point outline on which concient waa requested last January was a 
mre realistic baaia for comproniae than the collection of pro- 
posals generated by the August 31 hearing. If discriminatory 
proviaions ara elininatad, if a pragmatic and not a conceptual 
view of equal treatment is taken, and if the powers of the Federal 
Seaerve Board are limited to deiBonstrated needs, a propoaal very 
much like your outline would emerge. Unless there is some reason 
unknown to ua for legislating for the sake of legislating, that 
propoaal would not appear to justify reporting out a bill at 
this tins. He believe s Committee report along the lines which 
we have auggested in our connanta, dated February 23, on your 
aaven-point proposal would be preferable to a Senate hill. 

In making thia comment, we appreciate and have thought about 
tha advice of Senator Stevenson at the hearing that the Houae may 
produce a more restrictive bill next year. In view of the 
unreaolved differences of opinion among bank regulators and among 
those domsstic banks which have concerned themselvea with this 
subject, w* ara inclined to take our chances on tha future, relying 
on a gradually iiqiroving understanding of thia conplex problem to 
ovoid unneceaaary and di a criminatory legislation. 

I want to express for Mr. Bolloa and myaelf, and for the 
Institute of Foreign Bankers, our genuine appreciation for the 
intelligent and opan-ninded manner in which you, your Subeoi^d.ttee , 
and Hr. Weber have developed the record on foreign bank legislation. 
;ript of the January hearings is tha most valuable d — ' 
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available for th« education of tho*a tnteraated In thla aubject 
botli abroad and in the Dnttad Stataa. Ha anhancad by tha Augiiat 
31 record, it should contributa eonaldarably Co c 



lUapactfully yonra, 
SHUf, PITT 



steuart L. Plttman 

Counsel toe 

Institute of Foreign Bonkers 
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379 

Senator McInttse. Thank you. 

Dr. Jahn, we are pleased that you came all the way from Europe 
to share with us your viewB on these matters. Of course one of tne 
primary concerns which has surrounded this legislation from the 
beginnmg is the su^estion of retaliation by foreign countries in 
response to what they would perceive to be discriminatory treatment 
by the U.S. Government. Specifically, assuming a satisfactory solution 
to the problems you have raised regarding section 8, do you feel this 
legislation could, with a minimum of tailoring, be made acceptable to 
other nations so as to defuse these implicit threats of retaliation? 

Dr. Jahn. Mr. Chairman, first I have read this morning with 
regrets the New York Times article on the question of retaliation. 
I dislike the word and I dislike the concept. Of course I cannot ex- 
clude that some bad reaction to legislation of that kind might come 
up in this or that European count^. I am not a prophet and I am 
not a legislator, but just as I would regret the passing of this bill by 
the Senate I would regret any action taken by any European countiy 
to retaliate against any U.S. legislation because I feel this is 
detrimental to the Atlantic spirit by which we all live. 

If section S was dropped and a few other changes were made in a 
few other paragraphs of the bill I don't think there would be much 
objection left. 

Senator McIntyre. Mr. Hollos, do you wish to comment on that? 

Mr. Hollos. WeD, I think I have to almost repeat what Dr. Jahn 
said and what I once said on several occasions to Governor Mitchell. 
We are just bankers and if you talk about consequences which may 
happen m this country or another country, you're really thinking of 
our own or the foreign parliamentarians who can also be aroused to 
excitement and protectionism. I see that Dr. Jahn very well stated we 
all benefitted after the Second World War in liberalization of the 
monetary markets. I think the United States has been the leader in 
the reduction of tariff barriers and we feel any protectionism or any 
discrimination or any stumbling block to put in the path of further 
development and exchange of capital markets is bad for all of us. 

Senator McIntthb. Nfr. Pittman, in the interest of time, I will let 
you jump in whenever you want to elaborate or emphasize. 

Dr. Jfuin, you do not make reference to the branching restrictions 
contained in section 5. Are you at all concerned about section 5 as it 
presently stands? 

Dr. Jahn. Well, some European banks, my own included, and my 
friends' at this table, all have this — have branches in several States, 
in New York in the first place, but also in places like California or 
Illinois. I don't know where else — Chicago and Los Angeles. Of course 
we do find it very difficult to conceive why — on that linuted and largely 
internationally oriented basis we operate both in New York and 
Chicago — why we should be kept from continuing to do so or rather 
to be permitted to go let's say to Los Angeles or Atlanta, Ga., if we 
wish to. 

On the other hand, Mr. Chairman, we have ae an example the 
Chase Manhattan Baiik not only in several German states within 
our federal repubUc — and we are a federal republic — let's say 
Munich or Frankfurt or Duesseldorf — and we have them in London 
and Amsterdam and Bnissells and Paris. And we would strongly 
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dislike — although the^ are stiff competttors to us at home — ^we would 
strongly dislike any limitation on their action in Europe. 

So I think competition we welcome, although bad and difficult and 
quite active. We would like to operate on a somewhat more modest 
scale, but still identical footing as they do. 

Senator McInttre. Similarly, section 7 represents a substantia 
grant of authority to the Federal Reserve in terms of its regulation 
and supervision of foreign banking activity in this country. Could 
you tell us how you view the provisions of section 7? 

Dr. Jahn. I'm afraid I'm not an expert in banking law nor anx 
I an American lawyer. I'd rather not comment on that. 

Senator McIntthb. Mr. Hollos, would you like to comment on 
section 7, the fact that section 7 represents a substantial grant of 
authority to the Federal Reserve over foreign banking activities? 
Can you tell us how you feel about these provisions in section 7? 

Mr. Hollos. Mr. Chairman, without wanting to spend time on 
wording, I think that basically we have three problems with that. H 
we're regulated in the certain area by the State hanking authorities 
we don't see any need for this added biu^en to superimpose a Federal 
regulator overlapping State regulation. 

Second, the Federal Reserve requirements, if they are equally 
applied, we have never had an objection against new laws equally 
applied to American banks and to us. We have no objection to the 
optional Federal Reserve membership. We are already having State 
and voluntary Federal Reserve requirements to comply with. We just 
are at a loss to understand, unless this is a complete federalization 
pr<^am, whjr should we have another overlapping layer over all 
the organizations we have already. 

Senator McIntthb. Dr. Jahn, the Federal Reserve in its testimony 
suggests that it has met your concern regarding section 8 head on 
ana has provided for them in the language submitted in appendix B 
to Secretary Gardner's statement. Are you in a position to comment 
on whether your concerns have been taken satisfactorily into accountT 

Dr. Jahn. I don't think they have. 

Senator McInttre. Would you elaborate on your objection? 

Dr. Jahn. Well, I think the way the proposal, while grandfather- 
ing — again I repeat — grandfathering with the time limit is no grand- 
fathering really; and second, those who are grandfathered are pro- 
tected. As far as my firm is concerned, that's fine; but it would exclude 
anybody else who comes later to establishing in the United States both 
in that field and this field, and with regard to the nonbanking activities 
of certain hanks this does not refer to our projects in the United 
States — of course it's far away from them ; it's done through the others 
at home. This is not taken care of at all because as I saia before, any 
European industrial company of which a major share is at the hands 
of a commercial bank could either stop the bank operating here or 
keep the company from coming here or remaining here. 

So I think it hasn't been taken care of at all. 

Mr. PiTTMAN. I just want to add it seems to me the Fed proposal 
is an amendment which carries into statutory law what they are 
already applying through regulations with respect to foreign bank 
holding companies for almost 6 years. I don't see that it changes a 
great deal. There may be some minor changes. I havn't yet read it 
that closely, but I see it as a minor compromise. 
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Senator McIntyrb. Gentlemen, I'm goiiig to have to recess the 
subcommittee hearing in order to go to Uie floor to vote, I should be 
able to get back here in about 10 or 15 minutes. 

[Recess.] 

Senator McInttrb, We will move quickly, because I see there is 
another vote coming on the floor. 

Dr. Jahn, have you had an opportunity to assess the FDIC's, 
Federal Deposit Insurance Corporation's, proposals for insurii^ 
deposits for foreign branches? 

Dr. Jahn. I have read it. 

Senator McIntthe. We would welcome your comments on this 
proposal into this office before the expiration of 7 days. All you have 
18 a week from today. 

Mr. Hollos, you haven't had a chance either? 

Mr. Hollos. I just picked it up. 

Senator McIntyrb. The same thing. 

We would like to have your comments for the record. 

There has been discussion of the Stephens and Rees-Murphy 
amendments, which have been on the floor of the House and rejected. 

Would you comment on those amendments for the record? Those 
two amendments over in the House, Stephens and Rees. 

Gentlemen, the Treasury maintains that section 9 should be deleted 
from the bill. How do you feel about that, Mr. Hollos, section 9? 

Mr. Hollos. We feel so badly about this bill, anything which is 
removed from it would make it better. 

Dr. Jahn. If I can make one comment with regard to the rash 
answer I gave earher. Sections 5, 6, and 7 really have been largely 
dealt with in the hearing in January. 

I think the position of the banJts was made quite clear at that time, 
as strongly opposed. 

Mr, PiTTMAN. A word about section 9. It puts the Federal Reserve 
Board in the position, as I read it, of requiring the equal treatment 
standard to be applied to section 7, unless monetary policy requires 
discrimination against foreign banks. From what little we know of 
the Fed plans for use of the section 7 authority, there would be such 
discrimination. 

Section 9 is significant, because it expresses these two standards 
and imposes them on the Federal Reserve Board, so the Federal 
Reserve Board doesn't have the unlimited authority under section 7 
to do what it thinks is sensible tor monetary policy only or for equal 
treatment only; its restrictions must serve both policies. 

Senator McIntyrb. Fine. Now, gentlemen. Dr. Jahn, and Mr. 
Hollos, the concepts of equal treatment, uniform national treatment, 
mutual nondiscrimination appear to be somewhat elusive. 

If we choose to go forward with this legislation, of course, we 
would sincerely try to avoid any unreasonable discrimination. 

You have had an opportunity to hear the testimony that has been 
given here this morning, so it you have any further thoughts re- 
garding these matters, I would certainly welcome your input as soon 
as possible within the next 7 days. 

I am not going to ask for an oral answer, because of other vote. 

I might as well go down and vote. 

We still have one witness to go. 
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With that, I will thank this panel for heing here this moming. 

Sorry that we have had such a crowded agenda, but then that is not 
unusual. 

So we do appreciate your testimony and the time that you have 
g^ven to us for our deliberations and tne subcommittee. 

Thank you. 

Senator McIntyhe. We will call as our last witness Mr. Douglas A. 
Smith, president, Bankers' Association for Foreign Trade. 

You are accompanied by some associates, Mr. Smith, so I would 
appreciate it if you would introduce them for the record, and then 
move on and testify as you see iit. 

Mr. Smith. Thank you, Senator Mclntyre. 

I am accompanied by Robert Palmer, who is executive vice president 
of the Philadelphia National Bank and a vice president of the Bankers' 
Association for Foreign Trade. He is the chairman of our committee 
on foreign banking in the United States. 

I am also accompanied by Thomas L. Farmer who is counsel for 
the association, and a partner in the Washington law firm of Prather, 
Seeger, DooHttle, Farmer, and Ewing. 

STATEUENT 01 DOUGLAS A. SMITH, PRESIDENT, BANXESS' ASSOCI- 
ATION FOE FOEEIGN TRADE, ACCOMPANIED BY EGBERT PALMER 
AND THOMAS L. FARMER 

Mr. Smith. I would like to summarize our statement, and then I 
hope you will permit me to ask Mr. Farmer and Mr. Palmer to assist 
me in answering any questions which they might be able to assist in. 

As you know from our previous testimony, the Bankers' Association 
for Foreign Trade is an association of those U.S. commercial banks 
which have active international banking departments. 

Our voting members include almost every American bank which 
operates a significant international department. 

Among those voting members are banks from 32 States, the Disteict 
of Columbia and Puerto Rico. 

We heard this moming and reviewed the statements of Secretary 
Dixon and Governor Gardner, and we continue, as we have in the 

gast, to generally support the positions taken by the Federal Reserve 
oard and the Treasury on tnis legislation, and on the fundamen- 
talprinciples of equal national treatment. 

The expansion of international services in a climate of free and open 
competition to meet the needs of world trade and economic develop- 
ment is of primary concern to all of the members of the association. 
For the past several years, and particularly since the promulgation 
of the proposals by the Federal Reserve Board to regulate for^gn 
banking in the United States, we have devoted a considerable amount 
of attention to the question of equal treatment for foreign and 
domestically-owned banks operating in the United States. The associa- 
tion has had a standing committee on the subject since 1972 and has 
adopted planks in our general policy statement at every annual 
meeting smce 1973. 

The legislation before you is of great interest to our membership 
and we appreciate the opportunity to appear before the committee to 
comment on it. 
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Basic to our position is our desire for a legal framework based on 
the concept of equal national treatment under which foreign banks 
would have the same righte to compete in the U.S. market as domestic 
banks and would be subject essentially to the same laws and 
reg^ations. 

When legislation embodying this proposal and correcting certain 
inequalities in our present laws was introduced in 1974 by the Federal 
Reserve Board, S. 958, it was supported by an overwhelming majority 
of our membership. 

Since the Federal Reserve Board proposal had not been given 
active consideration by the Congress, at om- most recent annual 
meeting in April 1976 an a^ain overwhelming majority of the member- 
ship voted to support a biU then pending in the House of Representa- 
tives embodying the principle of equal treatment of U.S. and forei^ 
banks, essentiaUy the same as that which the House passed as H.R. 
13876. 

We continue to support these principles as contained in H.R. 13876 
and recommend its enactment. 

Thk bill has been called discriminatory by some observers. We do 
not agree that it is discriminatory. 

On the contrary, our support of this l^:islation has always been 
based on our primary concern that foreign banks should have free 
access to American markets and their right to compete on equal terms 
with American banks should be preserved. 

We would be opposed to discriminatory legislation, but we see 
nothing in this proposal legislation which would deny to foreign 
hanks any significant rights or powers now enjoyed by American 
banks. 

It has been sug^ted that fore^ ^vermneuts who might be 
persuaded that tms legislation is mscnminatory to fore^ banks 
might retaliate with restrictive legislation aimed at foreign banks 
operating within their jurisdictions. While acknowledging this possi- 
bility, we find it difficult to imagine any conceivable basis for retalia- 
tion. We know of no country, other than the United States, where 
the law provides special competitive advantages to foreign-owned 
hanks. We know of no instance in which American banks have sought 
preferential treatment from a foreign government. 

Furthermore, to the extent that foreign banks have established 
facilities which emoy preferential treatment, we do not seek to remove 
those privileges. We nave all along endorsed theprinciple of "grand- 
fathermg" existing nonconforming activities. We beheve that the 
grandfathering of nonconforming activities is in the best interests of 
the United States as an important issue of foieign policy. 

Consdering the market share held by the foreign banks m the United 
States, the question before the committee is not a small matter. A few 
months ago the president of the Federal Reserve Bank of New York, 
speaking at our annual meeting, pointed out that "foreign bank 
assets in the United States exceeded $60 billion including $23 billion 
in commercial and industrial loans, about one-fifth of such loans held 
by large, weekly reporting banks." 

WhUe there are a number of complex issues involved here, the 
central point is rather simple: that it is appropriate for the general 
interests of any nation's population, including the health of its 
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financial system, to establish laws and regulations that place all 
participatine institutions on an equal footii^. 

This is d^nitely not the case in the United States today, and H.R. 
13876 is a prudent attempt to accomplish equal treatment. 

Should any individual or institution desire to change certain basic 
principles of our banking system, such as the rules on interstate branch- 
u^ or the appropriate nonbanking financial services, that should be 
the subject of a different debate. 

Thai^ your, Senator. 

Senator McIntybb. Thank you very much. 

Mr. Smith, I want you to know that last is certtunly not least. 

You have had an opportunity to hear the testimony this morning 
and I know there are organizations in support of this bill. Are you in a 
position to comment on some of the points raised this morning? 

Again, with a view to assist us m somehow smoothing down the 
rou^ edges, rough spots, if indeed we do decide to try to move this 
le^slation forward. 

First, do you feel the elaborate regulatory schemes contained in 
section 7 are warranted or necessary? 

Mr. Smith. Well, we are in favor of the dual ban^i^ system, which 
has both State and national banks and State regulation oi State banks 
and Federal regulation of national banks. 

We do feel that the United States is unique in its non-Federal 
regulation of State -chartered banks and foreign banks operating 
within its borders. 

We have no strong objection to the Federal Reserve requiring 
equal reserve requirements of foreign ban^ operating in the United 
States, with those of domestic banks but the bill would be acceptable 
to us without mandatory regulation by the Federal Reserve. 

Mr. Palmeh. No, sir. 

Senator McInttkb. Well, similarly, how do you feel about section 5? 

It is a rather elaborate antibranching restriction contained in 
section 5. How strongly do you feel about this section? 

Mr. Smith. I think it is the deposit gathering abiUty of foreign 
banks in more than one State which is the principal competitive 
advantage that is of concern to our membership. 

We are not going to comment on the desirability of interstate 
branching. 

The fact is, we are not permitted by the national banking laws to 

father deposits in more than one State or to provide full-service 
anking in more than our own State, 
So long as that is the case, it is of great concern to us that foreign 
banks may in fact establish full-service deposit gathering branches or 
subsidiaries in more than one State, so we would like to see those 
restrictions retained in the legislation. 

Mr. Palmeb. Mr. Chairman, if I might, I think it goes even a bit 
beyond whether or not there is fair treatment or something like that 
for an American bank as opposed to a foreign bank. 
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I think that the real issue before your committee is this: what is 
^oing to be the basic structure and regulatory environment for banking 
m this country and for various reasons it has been determined over 
theyears that interstate branching ia not permitted. 

Whether I agree exactly with that is not the question. That is the 
modus operandi of the banking structure in this country. 

If we are going to debate that, the McFadden Act, for example, 
let's debate it openly for all the institutions involved. 

Let's not try to bring it in the back door as a matter of what a 
certain type of institution or foreign bank can do in this countiy. 

Mr. Smith. Also, Senator, it has been suggested that a lot of cities 
that would like to attract foreign banks would not be able to do so if 
section 5(a) were included in the legislation. 

The legislation does allow foreign banks to own Edge Act corpora- 
tions and Edge Act corporations can be chartered to do business in 
States which do not permit branching from out of State. 

In that sense, this legislation and this section liberalizes the ability of 
the foreign banks to enter certain States. But on the same basis as 
American banks, with the establishment of EMge Act corporations. 

Senator McIntthb. I guess you noted, the Treasury suggested 
section 9 be stricken from the bill. Do you agree with that? 

Mr. Smith. We have no objection to eliminating section 9. 

Mr. Palmer. Section 9 simply, I think, is a good statement of the 
very essence of what is trying to be accomplished in the operation to 
the bill, let us have parity. 

We think it strengthens it, although it is not a central point of the 
regulations involved. 

Mr. Smith. Incidentally, the bill is full of lan^age which directs 
the regulatory authorities to encourage the participation of foreign 
banks in the U.S. market. This is good as far as we are concerned. 

Senator McIntyrb. Are you in a position to comment on those two 
amendments that I referred to all this morning, the Stephens amend- 
ment and the Rees-Murphy amendment over in the House, both of 
which were rejected? 

Are you aware of these amendments? 

Do you have any comments to make on them at this time? 

Mr. Smith. We would like to study it further and submit some 
comments to you, Senator Mclntyre, 

[Complete statement of Mr, Smith and a subsequent letter follows:] 
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STATEMENT OF 

DOUGLAS A. SMITH 

PRESIDENT 

BAMKERS' ASSOCIATION FOB FOREIGN TRADE 

ON H.R. 13S76 

BEFORE THE UNITED STATES SENATE 

SUBCOMMITTEE ON FINANCIAL INSTITUTIONS 

OF THE 

COMMITTEE ON BANKING, CURRENCY AND H 

AUGUST 31, 1976 



My name is Douglas A. Smith, I am the President of the 
Bankers' Association for Foreign Trade and Senior Vice President 
of the Industrial National Bank of Rhode Island. I am 
accompanied by Robert B. Palmer, who is a Vice President of 
the Association and chairman of the Association's committee on 
foreign banking in the U.S. He is also Executive Vice President 
of the Philadelphia National Bank. I am also accompanied by 
Thomas L. Farmer, Counsel for the Association and a partner of 
the firm, Prather Seeger Doolittle Farmer and Ewing. 

As you know from our previous appearance before this Ccinmittoo, 
we are the Association of those U.S. commercial banks which have 
active international banking departments. Our voting meabera 
include almost every American bank which operates a significant 
international department. Among these voting members are banks 
from 32 states. 

The expansion of international services, in a climate of frea 
and open ccmpetition to meet the needs of world trade and econoBlc 
development is of primary concern to all of the manbers of the 
Association. For the past several years, and particularly since 
the promulgation of proposals by the Federal Reserve Board to 
regulate foreign banking In the United States, we hava devoted 
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a considerable amount of attention to the question of equal 
treatment for foreign and domestically owned banks operating 
in the United States. The Association has had a standing 
conoiittee on the subject since 1972 and has adopted planks in 
our general policy statement at every annual meeting since 1973. 

The legislation before you is of great interest to our 
membership and we appreciate the opportunity to appear before 
the Committee to comment on it. 

Basic to our position is our desire for a legal framework 
based on the concept of equal national treatment under which 
foreign banks would have the same rights to compete in the U.S. 
market as domestic banks and would be subject essentially to the 
same laws and regulations. When legislation embodying this 
proposal and correcting certain inequalities in our present laws 
was introduced in 1974 by the Federal Reserve Board (S. 9SS) , it 
was supported by an overwhelming majority of our mgnbership. 
Since the Federal Reserve Board proposal had not been given active 
consideration by the Congress, at our most recent annual meeting 
in April 1976 an overwhelming majority of the membership voted to 
support a bill then pending in the House of Representatives 
embodying the principle of equal treatment of U.S. and foreign 
banks, essentially the same as that which the House passed as 
H.R. 13876. 



This bill has been called discriminatory by some 
observers. However, we do not agree. On the contrary, our 
support of this legislation has always been based on our primary 
concern that foreign banks should have free access to American 
markets and their right to compete on equal terms with American 
banks should be preserved. He would be opposed to discriminatory 
legislation but we see nothing in this proposed legislation which 
would deny to foreign banks any significant rights or powers 
now enjoyed by American banks. 

It has been suggested that foreign governments who might be 
persuaded that this legislation is discriminatory to foreign 
banks might retaliate with restrictive legislation aimed at 
foreign banks operating within their jurisdictions. While 
acknowledging this poaaihility we find it difficult to imagine 
any conceiveable basis for retaliation. We know of no country, 
other than the United States, where the law provides special 
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competitive advantages to foreign- owned banks. He know of no 
instance in which ftjnerican banks have sought preferential 
treatment from a foreign government. Furthermore, to the extent 
that foreign banks have established facilities which enjoy 
preferential treatment, we do not aeek to remove those privileges. 
We have all along endorsed the principle of "grandfathering" 
existing non- con forming activities. Me believe that the grand- 
fathering oE non- con forming activities is in the best interests 
of the U.S. as an important issue of foreign policy. 

Considering the market share held by the foreign banks, the 
question before the Coimittee is not a small matter. A few 
months ago the President of the Federal Reserve Bank of New York, 
speaking at our annual meeting, pointed out that 'foreign bank 
assets in the United States exceeded S60 billion including $23 
billion in commercial and industrial loans, about one-fifth of 
such loans held by large, weekly reporting, banks." 

While there are a number of con^lex issues involved here, 
the central point is rather simple: that it is appropriate for 
the general interests of any nation's population, including the 
health of its financial system, to establish laws and regulations 
that place all participating institutions on an equal footing. 
This is definitely not the case in the United States today, and 
U.K. 13876 is a prudent attempt to accomplish this. Should any 
individual or institution desire to change certain basic principles 
of our banking system, such as the rules on interstate branching 
or the appropriate non-banking financial services, that should 
be the subject of a different debate. 
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BANKERS' ASSOCIATION FOR FOREIGN TRADE 




■ J. Kelntyre 



Senate Coimittee on Banking, Houaing 

and Drban Affaira 
Roam 5300 Dirksen Senate Office Building 




Deac He. Chairman: 



As President of the BanXers' Association 
for Foreign Trade (HAPT) , I first want to thank 
you and the meobers of your Subcommittee for 
inviting our Association to testify before you 
last Tuesday, August 31. During the question 
sesBion that followed the presentation of our 
formal testimony, you asked me for the position 
of our Association regarding the various propoeed 
amendments of Congressmen Stephens and Hees put 
forth during the debate in the Rouse of Represent- 
atives on H.R. 13876. You will recall that I 

thoughts in a letter to you, and this is the 
purpose of my writing today. 

The proposed amendment to Section 5A that 
was offered by Congressman Stephens would have 
craipletely emasculated the bill in terms of its 
Intent to place all conmiercial banks operating 
in this country on an equal footing with respect 
to the geographic location of branches or other 
operating units. Therefore, the BAPT strongly 
opposes the Stephens amendment, or any similar 
initiatives. While our Association supports 
practically all of the tenets o£ H.B. 13876 
the primary issue 
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of our aeabarship, trttlch i* aBsantially tba 140 lazgaat 
taerieaxi banks, is that tbare ba aqual lagal and ragulatoxy 

treataent of all banks opacating in this country as to lAaca 
thay Bay place branches and other banking facilities. There 
is no sensible reason for permitting a certain class of fin- 
ancial institution — that which is headquartered outside the 
U.S. — to conduct B direct banking business in several states 
when the sane is not permitted to all other financial Institu- 
tions. Should there be a desire among legislators to debate 
and revise this longstanding principle of our financial systia, 
I an certain that many BAFT members would want to be very nuch 
involved, but we do not believe that the basic principle of 
interstate banking should be breached on a place-BBal beais, 
which would be the inevitable result of Xsgislation Incorporating 
the easenca of the Stephens anandnsiit . 

Similarly, the BAFT opposes Congressman Stephens' proposed 
" ± would have revised Section T to the effect that 
the Federal Reserve Board would no longer have authority to 
regulate foreign banking activities in the U.S., and thereby 
to aBBure a conaiBtent and equal treatment of such institutions 
throughout our country. To nullify this authority would result 
in a continuation of past procedures, irtiich has resulted in a 
mixed pattern of foreign banking activities throughout several 
BtateB, without controls relating to the conduct of nonetary 
policy or depositor protection, without llnltationa as to Uie 
types of financial services that may be provided, etc. 

The BAFT has conaiatently favored full grandfathering of 
non-conforming activitiea on the part of foreign banks in the 
O.S., both with respect to multistate banking activities and to 
bank-owned securities affiliates. This Asaociation has testified 
consistently to this effect in its previous appearances before 
the Senate and House Banking Connittees. It is our belief that 
theae queationB should be viewed not in a narrow context, but 
should be seen as an important element of foreign investment 
generally. The U.S. has for many years been the principle 
advocate of the benefits of foreign investment for both the 
recipient and the investing country. Hany foreign countries 
have changed the rules for U.S. inveatment in their country 
after such investments have been in place, and invariably the 
D.S. has argued that changing the operating rules for foreign 
Investment after the fact has been detrimental to foreign and 
domestic C --" ■--- ' "--' "- -■- "-- ' — ' 
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a nininun. Thia broad prlncipla wich respact Co forsign invest- 
ment is sound and it ihould ba folloved in the treatnent we 
accord foreign investnents in the U.S. 

For thia reaaon, in my teatinony before your Subconmittee 
on Augiiat 31, I apeclfically endoraed the Treaaury recdamendation 
that H.R. 13876 be amended to provide for permanent grandfathering 
of existing U.S. aecuritieB operations of foreign banks. 

At the aane tiae Me can syiipathize with the concerns expraaaed 
by Congreasaan Sees that the possible anti-coi^etltive effects of 
permitting certain securities coo^ianiee operating in this country 
to have access to bank affiliates vhile others do not, be subject 
to reviev by the Federal Reserve Board within three years. Khlle 
we do not favor adoption of the Rees amendaent we do not feel 
that its adoption would seriously damage the overall legislation 
wbich we do support. 



jrfery trvly yoursj* 
Doij^las A. Smith 



President 
Bankers' Association for 
Foreign Trade 
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Senator McInttbe. With that, gentlemen, I thank you for being 
here and thank you for your comments and those of your colleagues. 

We are going to hold the record open only for 7 days, so all of those 
who wish to respond for the record, I would hope you would do so 
rapidly. 

With that, we will adjourn. 

{Whereupon, at 1 :10 p.m., the hearii^ was adjourned.) 

[Additional material submitted for the record follows:] 

New Yohk CuURrao Hotjbe, 
New York, N.Y., Aumtal 31, t976. 
Senator Tboius J. McInttre, 

Chairvtan, SiibixmmiiUe on Financial Tnttitviiom of the Senate CommilUe on 
Banking, Houtingand Urban Affaire, Dirksen Office Building, WaiMngton,D.C 

Dear Srnator McIntyrg: The Financial Inatitutions Subcommittee of the 
Senate Bonking, Housing and Urban Affairs Committee has scheduled hearings 
for August 31, 1976 on H.R. 13876— the International Banking Act of 1976. 
The New York Clearing House Association (the "Association") has preparol 
this letter of comment on the Act for inclusion in the record of the hearings. 

The Association reiterates its position that additii-nal legislation regulating 
foreign bonks is neither necessary nor dealrable. The burden of proving that 
reatrictive legislation is necessary should be placed on its proponenta—particularly 
when legislation, such as the International Banking Act, limits competition. 
The proponents of the Act have failed to demonstrate that it will produce tangible 
benefits which justify its restrictive, and frequently inequitable, results. 

Beyond its general opposition to legislation restricting foreign bank operations, 
the Association objects to a number of specific provisions in the Intenuktional 
Banking Act because they result in discrimination against foreign banks. These 
provisions run counter to the Act's stated objective of "inaur(ing] equal treatment" 
for foreign and domestic banks. 116 Cong. Rec. H. 7936, 7937, 7938 (July 29, 
1976) {remarks of Representatives Moakley, Reuss and St Germain). The bal- 
ance of this letter outlines the inequities created by these provisions and the 
resultant danger of retaliation against American banks. 



Section 8(c) of tlie International Banldng Act is intended to force foreign b&nka 
to divest their United States securities affiliates prior to December 31, 1985, 
irrespective of when these affihates were established.' The failure to provide 
permanent grandfather rights for securities affiliates would be highly inequitable, 
would limit competition and would foil to accomplish the purposes intended to be 
served by the statute. 

The divestiture requirement would render virtually valueless significant Invest- 
ments of personnel and money by foreign banks in their securities affiliates. 
These investmente were all made in accordance with what was then applicable 
United States law, and in many cases are of long standing. There is no Daais for 
refusing grandfather rights which is sufficiently compelling to Justify fomed 
termination of these lawfully established business operations. The Board of 
Governors of the Federal Reserve System has asserted that "no public puntooe 
would be served by requiring divestiture". Board of Governors of the Federal 
Reserve System, Foreign Bank Act of 1974, Summary of Principal Features" 
at 12 {December 3, 1974). 

A failure to afford grandfather rights for securities affiliates would discriminate 
against foreign banks. Foreign banks would not be provided with grandfather 
rights for their securities affihates, although grandfatner rights for Don-bankins 
activities were made universally available to domestic banks. As a matter dt 
equity, legislation restricting the activities of domestic banks provides grand- 



■ Althougb the Act would permit Bepurttles afflUat«a to enga^ In n very limited lanse 
: actlvltUs after laSS, the nmltatladB would be bo severe as probably to make contlDued 
leratlon uDecoaomic. Indeed, coofronted with the prospect of mandatory dlTMtltnn In 

186, It IB likely the moat foreign banks will discontinue operation of their s '"— 

BUates as soon as possible. 
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fftther r^hts in the absence of a serious impact on tbe general welfare. In addition 
to Section 4 of the Bank Holding Company Act, prominent examples of permanent 
grandfather rights include Section 3(d) of the Bank Holding Company Act and 
the McFadden Act. As the Federal Reserve Board concluded: "[FjaJlure to per- 
manently grandfather existing operations would be unduly harsh and unfair in 
light of grandfather privileges previously extended bank holding companies." 
Hearings on Financial Institutions and the Nation's Economy fi^ore the Sub- 
committee on Financial Institutions Supervision, Regulation and Insurance of 
tbe House Committee on Banking, Currency and Housing, 94th Cong., 1st Sess. 
997 (1975). 

The announced objective of securities affiliate divestiture is the elimination of 
an alleged competitive advantage which foreign banks enJOT over domestic banks. 
115 Cong. Rec. H. 7961 (July 29, 1976) (remarks of RapresentaUve Wylie). 
If, as any realistic study will demonstrate, these securities affiliates do not provide 
foreign banks with a meaningful competitive advantage, there is no justification 
for a mandated divestiture. 

The member banks of this Association, which include nine of the twenty-five 
largest banks in the country, do not beUeve that they suffer from a competitive 
disadvantage as a result of foreign bank securities affiUates. Nor are we aware 
that any other domestic bank has expressed such a concern. Indeed, any suggestion 
that these securities affiliates represent a competitive threat is belied by their 
small number and the Umited scope of their activities.' 

1. MULTI-BTATE BANKING OPERATIONS 

Section 5(a) of the International Banking Act would prohibit a foreign bank 
from establishing additional branches in more than one state. A comparison of 
the potential benefit to be gained by such a prohibition with its potential harm 
requires the conclusion that the prohibition should not be adopted. It fails to 
advance significantly its objective of competitive equality, while it conflicts 
with such important poUcy goals as non-discrimination and increased competition. 

The proposed prohibition would not significantly advance a policy of competi- 
tive equality between domestic and foreign banks because there is no existing 
significant inequaUty. The capacity of foreign banks to engage in multi-state 
operations is quite limited. Foreign banks are permitted to establish deposit- 
taking branches in only five states. Even in those states, the combination of state 
law restrictions and the unavailability of federal deposit insurance prevents 
foreign bank branches from competine for retail business. The al>ility of foreign 
banks to finance international trade tnrough branches in several different states 
does not result in any significant competitive advantage. Domestic banks finance 
international trade by establishing Edge Act Corporations outside their home 
state. 

The Section 5(a) prohibition would discriminate ag^nst foreign banks. The 
branching powers of foreign banks cannot exceed those which are accorded to 
national banks, but the branching powers of national banks can exceed those of 
foreign banks. As noted above, a second area of discrimination results from the 
inability of a foreign bank to establish additional l>ranches in a state (other than 
its home state) in which it has grandfathered branches. 

The Section 5(a) prohibition will constrain the development of such major 
American cities as Atlanta, Boston, Houston, Philadelphia and St. Louis as inter- 
national financial and trade centers. In effect, each foreign bank will be forced 
to choose one state in which to conduct its banking activities. Since in most cases 
economics will dictate a choice of New York, or possibly California or Illinois, 
major cities in other states will be unable to attract foreign bank branches. 

It should further be recognized that federal legislation is not necessary to 
prevent foreign banks from obtaining an unfair competitive advantage through 
muiti-state operations. A state can deny a branch charter to a foreign bank on tne 
ground that its operations in other states provide it with an unfair competitive 
advantage. The decision by such major states as New York, California ana Illinois 
to charter foreign bank branches irrespective of their out-of-state operations 
represents a determination that these miUti-state activities do not place domestic 
banks at a competitive disadvantage. 

■ The le^ilatlve hlstorv of the OlasH-SteagBll Act precludes anr argnnieDt that It vaa 
iDtended to protect the iDvestnient bulking IndDltTf from competltloD from commercial 
tianks, dameBtlc or foreign. 
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S. MANDATORY FEDERAL DEPOSIT INSDRANCB AND RBSEHVE REQUIREMENTS 

Sections 6 and 7 of the International Banking Act would, reepectively, require 
foreign banks to maintain a surety bond or pledge of assets Id lieu of federal deposit 
insurance and maintain reserves against deposits. Tiiese requirements appear to be 
discriminatory as a matter of principle. Domestic banks are not required to become 
members of tne Federal Reserve System nor to a'icept federal deposit insurance.' 
As you have aptly noted: 

"If that [a policy of mutual non-discriminatioDj is so, how can the Fed justify 
mandatory Fed membership? Mandatory Fed membership is not required of 
State-chartered banks in this country, and I, for one, simply do not understand 
how we could impose such a requirement on foreign banks without it being out 
and out discriminatory." Hearings on S. 958 Before the Subcomm, on Financial 
Institutions of the Senate Comm. on Banking, Housing and Urban Affairs, 94th 
Cong., 2d Seas. 35 {1976). 

RETALIATION AGAINST AMERICAN BANKS OFERATINO ABROAD 



This Association has on a number of occasions expressed its concern that the 
passage of federal legislation which treats foreign banks unfairly creates a serious 
risk of retaliation against United States banks operating abroad. Approximately 
125 United States banksconduct operations in foreign countries, and their aggregate, 
foreign assets exceed S150 billion. The Federal Reserve Board has also cautioned 
that the absence of permanent grandfather privileges would create a danger of 
retaliation against American batiks operating abroad. Hearings on Financial 
Institutions and the Nation's Economy at 987; Hearings on S. 958 at 18, 50, 168. 

The concern of this Association over possible retaliation appears to have been 
substantiated by recent statements issued by foreign banks. As reported in The 
Times (London) two weeks before House passage of the International Banking 
Act: "[T]liere is already talk in banking circles of retaliatory measures being 
introduced [in Germany]." 

Several days after passage, the President of Europartnera Securities Corpora- 
tion stated in an interview with Handelabiatl that the International Banking Act 
"... would leave the European banks affected by it no choice but to appeal 
to their governments for retaliatory restrictions on the operations of American 
banks and brokers in Europe." 

This morning's JVetc York Times contains a lead article datclined Bonn, Germany 
the first paragraph of which summarizes the views of the German banks: "An 
American bill that would put tighter controls on foreign banks in the United 
States is stirring up talk of retaliation here against American banks doing buaineea 
in Western Europe. The West German bankers say that it the American bill 
becomes law, it could constrict the flow of European investment to American 
companies and cities that badly want foreign capital." 

The New York Times likewise warned of the danger of retaliation in an editorial 
in its August 17, 1976 edition. 

In conclusion. The New York Clearing House Association believes that federal 
legislation regulating foreign banks should not be enacted, because there is no 
demonstrated need for imposing additional restrictions on the operations of 
foreign banks in this country. In the event that Congress were to determine that 
such legislation is needed, it must be shaped to avoid the inequities and dis- 
crimination which would result from the International Banking Act. 
Very truly yours, 

John F. Led, 
Executive Vice Preaidenl. 

A. D. SiBMANIDIS, 

Washington, D.C., Augml $4, 1976. 
Senator William Proxmirb 

Chairman, Senate Banking, Houeittg and Urban Affairs Committee, 
Dirkgen Senate Office Building, 
Wathinglon, D.C. 

Dear Senator Pkoxmjre: The National Bank of Greece, S.A., has authorised 
me to act on its behalf toward the establishment of four branch offices in the 
United States. I am writing to you to express our deep concern over certain 
provisions of H.R. 13876, passed by the House and referred to your committee 

' There are, in fact, eleht u on -member domestic banks with assete eieeedlng one btUlon 
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on July 30, 1976, which, were then to become law, would make impossible any ex- 
pansion of the modest banking operation of The National Bank of Greece in the 
United States of America. 

As you may know, The National Bank of Greece is the oldest and the largest 
banking institution of Greece, having been established in 1841 with present 
assets in excess of Six Billion Dollars. The National Bank of Greece has only one 
branch in the United States, located in Chicago, Illinois. Plans have been initiated 
for the establishment of four additional branches, one in the District of Colum- 
bia and one each at the seashores of the States of Massachusetts, California and 
Texas. However, the preparatory work to the establishment of those branches 
is time consuming, requiring careful market analysis surveys, securing requisite 
local and state government approvals, the selection and acquisition of a location 
and subsequent activity necessary to opening for business. 

The plana of the National Bank of Greece, and the efforts made to bring 
those plans to fruition, would be nullified by the passage of H.R. 13876. Spe- 
cifically, Section 5 of the Bill, presently incorporating a May 1, 1976, cut-off 
date, would retroactively void applications now duly filed, or to be filed, in 
accordance with existing law. At a minimum, lines la, 19 and 20 of Section 5, 
appearing on page 13 of H.R. 13876, should be amended to protect any application 
filed prior to the date ot enactment of H.R. 13876. The following language is 
suggested; "operation was lawfully commenced, or with respect to which an 
application was duly filed with the appropriate State authority, prior to the date 
of enactment of this Act." 

While the suggested amendment would ameliorate some of the hardship which 
H.R. 13876 would imjiose upon The National Bank of Greece, I would respect- 
fully suggest that as a matter of sound international banking policy your law 
ought to permit the establishment of a foreign branch in any state where such 
establishment is expressly permitted by the law of the state. 

In the course of the debate on the House floor of an amendment to Section .5 
to this effect submitted by Mr. Stephens of Georgia, Stephens and his colleagues 
voiced considerable concern that because foreign banks would in the future be 
permitted to establish branches in only one state, foreign banks would choose 
California or New York almost exclusively, greatly to the detriment of the few 
states which encourage branching of foreign banks in order to promote their 
states respective roles in international finance. 

The thrust of H.R. 13876 is to create competitive equality within the United 
States between foreign and domestic banks operating in the United States. It 
ignores the present inbalance in favor of the United States in the world at large. 
The United States is a net exporter of banking facilities. 

Specifically with reference io Greece, United States banking institutions oper- 
ating one or more branches in Greece are; the First National City Bank of New 
York, the Chae^ Manhattan, New York, the Bank of American of California, the 
American Express, New York, the First National Bank of Chicago and the Con- 
tinental Bank ot Illinois. In addition, the Manufacturers Hanover Trust Company 
of New York is a substantial partner with the Credit Bank of Athens, operating 
throughout Greece and the Chemical Bank of New York is working now towards 
application for the establishment ot a branch in Athens. 

In view of the above, the restriction of Section 5 of H.R. 13876 is discriminatory 
against Greek banks. It is our belief that the bill in general would have far reach- 
ing detrimental effects in the international banking community. Its passage will 
inevitably stimulate retaliatory action and legislation elsewhere in the world. 

It is my belief that regulation ot foreign banking activity in the United States 
tor the purpose of assuring fiscal responsibility and protection of United States 
depositors is in the best interests of tne international banking community. It the 
bill were modified to incorporate such regulation without attempting to freeze 
an existing United States competitive advantage in bank branching, but permit- 
ting instead reciprocal international multi-state branching, the common interests 
of all would be furthered. 

I would greatly appreciate having an opportunity to meet with you and discuss 
the views I have expressed and the course ot the bill through the Senate. 
Very truly yours, 

A. D. SiSUANIDIB, 

Consultant, National Bank of Greece. 
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White Weld Hoi-DiNas 



The Honorable Thomas I. Mclntyre 

Subcommittee on Financial Institutions 

Washington. D. C. 

Dear Mr. Chairman; 

I understand that the Subcommittee on Financial Institutions 
Is In the process of considering H.B. 13B76, Ihe International Banking 
Act of 197G (the "Bill"), which was passed by the House of Repiesentative 
on July 29, 1976. On behalf of White Weld Holdings. Inc. ("Holdings') 
and White, Weld & Co, Incorporated ("White Weld"), I would like to 
s with respect to Section 8 



White Weld, a registered broker-dealer under Section 15 of the 
} Ejcchenge Act of 1934, Is a wholly-owned subsidiary (except for 
qualifying shares which are beneficially owned by the parent company) of 
White Weld Holdings, Inc. Approximately 30* of the capital stock 
(including approximately 25% of the voting securities) of Holdings Is owned 
by Soclete Anonyme tlnanclere du Credit Suisse el de White, Weld 
("Financlere"), and Holdings, In turn, owns approximately 30% of the 
equity of rinanciere. Approximately 41% of the voting securities of 
Financlere are owned by Swiss Credit Bank. White Weld's relationship 
with Swiss Credit Bank goes back a number of years and has developed 
in a series of steps Into the structure of slock ownership (outlined above) 
vrtilch has existed in its present form since April of 1974. Because of these 
circumstances, While Weld Is particularly aware of the advantages that have 
Inured to the United Slates capital markets from the additional capital 
provided by foreign banks. 
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As adopted by the House of Representatives. Che BUI iwould 
prohibit any foreign bank with a branch or agency in the United States 
from acquiring or retaining direct or Indirect ownership or control of any 
voting shares of any nonbanklng company In the United States, including 
an investment banking company, except to the extent permitted by the 

Bank Holding Company Act or by subsection (c) of Section 8 of the BUI, 
If such ownership or control existed on December 3, 1974, the prohibition 
would not Cake effect until December 31, 1985. As a result, after 1985 
foreign banks would be forced to either glue up their commercial banking 
presence In the United States or to give up all United States Investment 
banking activities. We submit that for a foreign Institution faced with 
this alcemattve the only likely choice Is to give up its participation In 
Investment banking activities. 
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greaUy to the stability and future growth prospects of the securities Industry. 
We would strongly urge the Congress to give the fullest consideration to the 
Iinpact of Section 8 on the ability of U.S. Investment banking firms to raise 
capital, and to the Importance of that ability lo the U.S. economic system, 
before the passage of the leglslaClon. 

In making a capital commitment to the securities industry, foreign 
banks have relied in good faith on longstanding legislative and regulatory 
policies which have heretofore encouraged foreign Investments In the United 
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States. The divesUlure required after 1985 by Section B would, in effect, 
penalize thoae entltLes which have demonEtrated over a long period of time 
the willingness to provide resources to and compete In the United States 
economy. In addition, we believe that such gallon at this time, whether 
or not given delayed effect, inay result In some form of retaliation by 
foreign regulatory bodies restricting the right of United States firms to do 
Investment banking abroad. 

Last year Congress enacted sweeping securities legislation, the 
Securities Reform Act of 1975 (the "Securities Acts Amendments"), witfi the 
needs of international economic policy in mind. In recommending approval 
of the legislation, the Conference Report of the House Committee on 
Interstate and Foreign Commerce and the Senate Committee on Banking, 
Housing and Urban Affairs noted that: 
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changes that are occurring !n 
economy make It clear that th 
be tested as never before. L 

that America will lose ground as 
center and that the economic, financial and commercial 
interests of the Nation will suffer." Conf. Rep. No. 94-229, 
94th Cong., ist Sess , 91 {197S|. 

In order to meet these goals, the Eecuritles ActB Amendments 
oaHed for the development of a national market system, which %n>uld 
"evolve through the Interplay of competitive forces as unnecessary regulatory 
restrictions are removed." Conf, Hep. No. 94-229, 94th Cong,, l»t Sesa . 
92 (1975). As one aspect of this competitive environment, the Securities 
Acts Amendments amended Section 6 of the Exchange Act to affltmatlvelv 
regulre all national securities exchanges to accept for membership any 
broker or dealer who could meet certain financial and competency require- 
ments. Although It was suggested during the cdurse of d 
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these ptoulsions that any broker or dealer affiliated with a foreign bank 
be disqualified from membership on any national securities exchange. 

recently the Securities and Exchange Commission rejected proposed rules 
of the New York Stock Exchange, Inc. that would have ban-ed from member- 
ship foreign -contns I led brokerage firms and banks. 

There are several ways in which the contribution of capital from 
foreign banks enhance competition in the securities industry. For example, 
with additional capiul, broker -dealers are able to expand their market- 
making capability, both by expanding the number of securities in which 
they are willing to take positions and by increasing the size of such 
positions. Thus Investors are provided with greater liquidity and depth 

Another benefit to the U.S. securities markets provided by direct 
and indirect foreign bank participation In such markets is the link they 
provide to international markets. Since foreign banks engage In brokerage 
aollvitles abroad, Iheir activity here helps to direct business to this 
country as competition and the relative liquidity of our markets attract 
the attention of International business , Not only do the markets benefit 
by this Increased activity, but United States Issuers benefit as they are 
able to take advantage of additional investors In the market to attract 
new sources of Investment capital. 

For the reasons set forth herein, we recommend that Section 8 
of the Bill eilher be deleted from the proposed legislation or modified to 
permit permanent grandfathering for Investment banking activities. We 
appreciate the opportunity to submit these comments for your consideration. 



Emery KMzenbich 
ilrman t/ 
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